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ABSTRACT 
The public sector undertakings were considered as an 
integral part of Indian economy and the most potent tool for 
providing social justice accelerating the process of 
modernization, exploiting the natural resources and ensuring 
production of wealth for the all round social economic 
development. It was also felt that without the state's active role in the 
development of heavy industries, such as, steel, mines, coal, chemical, 
petroleum and cement requiring large-scale investment all round 
development could not be achieved. Thus, the public sector was 
involved directly in manufacturing of essential products and services. 
By the mid 1960s the public sector was occupying the "commanding 
height" of the Indian economy. 
But by iiud-eighties their short comings and weakness started 
manifesting in the form of low capacity utilization, low efficiency, lack 
of motivation, over-manning, huge time and cost overrun, inability to 
innovate cind take quite decision, Icirge scale political and bureaucratic 
interference in decision making etc. but instead of trying to remove 
these defects and to increase the rate of growth of national economy, 
gradually the concept of self-reliant growth was given a quite burial. 
Thus started the reversal of policies towards Public Sector 
Undertakings. The Industrial policy of 1991 started the process of 
delicensing and except 18 industries, Industrijil licensing was 
withdrawn. The public sector undertakings problems, caused by lack of 
financial support from Government, have been compounded by the 
Government's liberation policy. The aim of economic liberalization was 
to enlarge competition and allowing new firms to enter the market. The 
market was opened up to domestic private capital and foreign capital 
was provided free entry up to 51 per cent equity in high technology 
areas. 
Thus the emphasis shifted from Public Sector Undertakings to 
liberalization of economy and gradual disinvestment of Public Sector 
Enterprises. Disinvestment refers to the sale or closure of a firm or a 
part of 
its business. Disinvestment of Public Sector Undertakings refers to any 
process that reduces the involvement of the State Government in 
economic activities of the enterprises. In India, with the onset of era of 
liberalization and globalization, the goverrunent came to realize that the 
public sector enterprises were no longer in a position to take the 
economy to conmianding heights. Disinvestment offered a viable 
solution to provide strength to these sick Public Sector Undertakings. 
Today profit making Public Sector Undertakings are also being targeted 
for disinvestment. There is no going back as far as the government is 
concerned because it believes that disinvestment has led to benefits for 
economy, the tax payer, the stock market and the employees. 
Although disinvestments had started from the early 1990s, at the 
end of Eight Five Year Plan in the year 1997, investment had soared to 
Rs. 2,13,610 crores. At the end of the fiscal year 2000-01, Public Sector 
Enterprises had a total investment of Rs. 2,74,114 crores. The Public 
Sector Enterprises made a significant contribution to industrial 
production, 100 per cent in lignite, over 80 per cent in coal, crude oil 
and zinc, almost 50 per cent in almunium and over 30 per cent in 
finished steel. 
The main objective of disinvestment policy is to put 
national resources and assets to optimal use and in particular 
to unleash the productive potential inherent in public sector 
undertakings. Beside, it also aims at modernization and up-
gradation of public sector enterprises, creation of new assets, 
generating of employment and retiring of public debt. The 
Government of India and the State Governments have 
seriously perceiving the policy of disinvestments to lessen 
the burden of financing public enterprises. It has also become 
increasingly evident that to maximize choice before the 
consumers, all bureaucratic schedule and control over 
business activities should be removed. Private 
entrepreneurship is to be encouraged to face competition for 
optimal utilization of capital and resources leading to greater 
consumer choice and enhanced efficiency of production and 
services. 
The public sector undertakings in the oil sector have been 
attached in the disinvestments process since the beginning of 1991-92. 
The public sector units involved in the petroleum sector not only own 
oil refineries, but also retail outlets for petroleum products. Oil price 
have also significant impact on the Indian economy. The proposed 
privatization of the oil companies must then be seen for what it is — a 
temporary expedient to avoid facing up to the gravity of the fiscal crisis. 
The seeming appeal of the financial calculus is really artificial, since the 
annual flow of revenue from privatization is notional. There has been 
no retirement of public debt, which could conceivably relieve the 
Central exchequer of a part — though an inf initesimally small part — of 
its interest burden. 
Subsequently government also disinvested through public offer 
on a fixed price basic. Pursuant to the commitment made in the 
Common Minimum Programme, the Government established a 
Disinvestment Commission in August, 19% and referred 50 Public 
Sector Undertakings to it. Till date, the Commission has rendered 
advice on disinvestment of Government equity from Public Sector 
Undertakings of Petroleum Sector, viz. GAIL, IOC, BRPL, EIL etc. 
Government of India have since decided to grant enhanced autonomy 
and delegation of power, under 'Navratna' scheme, to a few selected 
Public Sector Undertakings, including ONGC, GAIL, IOC, BPCL, and 
HPCL in the oil sector. 
There is a serious difference of opinion between the petroleum 
ministry and the department of disinvestment over the eligibility 
criteria for companies, which want to bid for the IBP stake. The 
difference has arisen over the foreign companies, which want to qualify 
for bidding under the category of those, who 'intend' to invest Rs 20 
billion ($ 434.78 million) in the petroleum sector in the future. The 
petroleum ministry is of the view that the policy objective of throwing 
open marketing rights was to use it as an incentive to attract investment 
in refineries and oil exploration. It has, therefore, taken the stand that 
investment in market related activities should not be included in the Rs 
20 billion ($434.78 million) eligibility criterion. Such a step would 
contradict the very rationale of the policy. 
The objective of this study is to review the financial performance 
of public sector undertakings, secondly to know the rational of 
disinvestment policy and to analyze the impact of disinvestment policy 
on profitability and efficiency in oil sector. In order to study the pre and 
post disinvestment profitability and efficiency of public sector 
undertakings, the researcher has selected few oil producing 
organizations i.e. IBP Limited, Oil and Natural Gas Corporation, Indian 
Oil Corporation, Oil India Limited, Bharat Petroleum Corporation 
Limited. To review the financial performance of public sector 
undertakings, the researcher has compared tiie financial performance of 
public sector enterprises with private enterprises. It was find out that 
the public sector has been catching up with the private sector in respect 
of profitability with deregulation in the economy. If any comparison 
between the public and private sectors would be unflattering, if 
petroleum firms were omitted from the public sector is supported by 
the results. 
While examining whether the extent of disinvestment makes an 
appreciable difference in financial performance of oil enterprises, it was 
found that in case of partly disinvested enterprises, when control still 
lies with government, the result of impact of degree of divestiture on 
profitability and efficiency showed mixed results. It therefore appears 
that at individual level these parameters did not depend on extent of 
divestiture but rather depended on particular enterprises. On the 
whole, there is a lowering of profitability in terms of Gross profit ratio. 
Net profit ratio, Of)erating profit ratio. Debt equity ratio, earning per 
share. Return on capital employed. Return on net worth. Current ratio, 
that is, unrelated to the extent of divestiture. Enterprises which were 
performing well showed increase in profitability irrespective of the 
extent of divestiture. In case of partial divestiture with majority 
shareholding with the government, and the divested equity being thinly 
spread, there has been no change in the management. As a result, no 
qualitative change in monitoring mechanism of the state owner 
enterprises has taken place and thus no improvement in performance. 
Therefore, it may be concluded that even after 
disinvestment in Public Sector Undertakings, specially oil 
sector has not shown favourable results. The performance of 
five selected oil producing organization has shown that the 
profitability and efficiency has not improved and 
deteriorated at a higher rate. This shows that there was no 
full and proper utilization of assets as acquired by these 
Public Sector Undertakings after disinvestment. 
The problems faced by sick and loss making Public 
Sector Undertakings include resource crunch, erosion of net-
worth due to continuous losses incurred by the Public Sector 
Undertakings, reluctance of financial institutions to provide 
funds for revival of these enterprises, heavy interest burden, 
non-availability of raw materials, old and obsolete plant and 
machinery, outdated technology, low capacity utilization, 
excess manpower, reduction in import duties, stiff 
competition, weak marketing strategy, etc. 
The crucial shift in the Government policy for 
disinvestments of public sector undertakings was mainly 
attributable to poor performance of these enterprises and 
burden of financing their requirements through budget 
allocations. 
Disinvestment becomes a problem to the 
government due to poor and non-viable financial position of 
many Public Sector Enterprises. Public Sector undertaking 
disinvestment has met with some difficulties during 1995-96 
due to highly depressed market conditions and investors 
resistance to equity. The Budget for 1996-97 has provided for 
disinvestment of Rs. 5000 crore by the Public Sector 
Undertakings against which only Rs.357 crore were actually 
raised in 1995-96. 
Government's strategy towards public enterprises has 
been to encompass a judicious mix of strengthening strategic 
units, privatizing non-strategic ones through gradual 
disinvestment or strategic sale and devising viable 
rehabilitation strategies for weak units. 
On the basis of the above conclusion and findings, the 
researcher feels that there are several issues for managing the 
affairs of Public Sector Undertakings including oil sector in 
India. Thus in order to improve the operating of these 
enterprises after disinvestment the following measures may 
be suggested: 
Restructure of businesses in order to provide a focus on the core 
competency of the PSU. Business restructuring will involve hiving off 
businesses which are no longer attractive from the view point of returns 
or are a drag on the other profitable operations. In addition, business 
restructuring will also encompass workforce restructuring and financial 
restructuring of the Balance Sheet. Technology up-gradation will be an 
important factor for Public Sector Undertakings which operate in 
industries where access to latest technology is a key success factor. 
Restructuring could also involve de-mergers and mergers with other 
Public Sector Undertakings. It could also include exchange of 
technology between Public Sector Undertakings to strengthen synergy 
in operations. 
Public Sector Undertakings should be restructured before 
disinvestment in order to enhance enterprise and the intrinsic share 
value. Given the rapidly changing economic scenario, it is possible that 
some PSUs may already have initiated such changes. In some other 
cases, it is possible that the extent of restructuring required may be 
minimal. On the basis of specific analysis of Public Sector Undertakings, 
it may be recommended that disinvestment may be based on the 
following considerations: 
• Extent of Restructuring required and the potential for improving 
share values; 
• The permissible extent of disinvestment with reference to the 
classification of industry as core or non-core; 
• The size of the company and the phasing of disinvestment; 
• Equity fund raising progranune of the concerned PSU; 
• Categorisation of the Industry as High, Medium or Low 
Potential; 
• Alternative modalities of disinvestment; and 
• The modality of Sale. 
It is suggested that the delegation of autonomy may be 
on a graded scale with greater delegation to the better 
performing Public Sector Undertakings. For Strong 
Performers, it is recommended that the delegation of powers 
to be maximum. In case of Moderate Performers, the 
delegation of powers would be more restricted than those 
given to the strong performers in order to induce them to 
improve their operations and graduate into the strong 
performer category. 
With increasing opportunities being available in the 
private sector, the public sector has, of late, witnessed major 
exodus of manpower at the senior and middle levels. One 
widely accepted reason is that the remuneration of PSU 
managers is generally poor across the board. Specifically, the 
remuneration (salary and allowances) of Public Sector 
Undertakings Chief Executives is significantly lower than 
that for the corresponding position in the private sector. 
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'Nine Five Plans' ago India set the following objectives in the 
economic field- sustained economic growth, self reliance, better income 
distribution and alleviation of poverty. Till 1991, however, our economy 
continued to be slow growing, vulnerable and saddled with the majority of 
world's poor and illiterates. Fiscal deficits grew to an unmanageable level, 
inflation to a whopping 16 per cent, acute balance of payment crisis crept 
up. The force reserve literally disappeared as they stood at a meager $1 
billion, 140 per cent of which was meant to serve shot-term debt. 
On the second goal of being self-reliant the performance was equally 
bad. For progressive development of country it was a happy option to be 
self- reliant in all fields of economy. Many Public Enterprises were setup, 
private banks were nationalized, and life insurance agency was 
corporative and so on. The government through these measures would 
prove beneficial in the long term. The Public Sector Undertakings would 
earn resources, besides bringing about economic development and 
removal of imbalances in distribution of income, wealth and regional 
imbalances, which could be canalized to social sectors like poverty 
alleviation, health, employment generation etc. 
According to the estimate the gross profit of PSES under the central 
government (including Oil) during 1980s was insufficient to meet even the 
interest obligations on borrowed capital. One by one crisis on almost all 
fronts started creeping up and then government lead by Mr. P. V. 
Narshimha Rao was forced to take to economic reforms. The government 
realized that the only way to tide over fiscal crisis in the Public Sector 
Enterprises was by disinvesting them. 
Thus the disinvestment of equity in Public Sector Enterprise which, 
are not strategic was felt desirable because it reduces fiscal deficit, mops 
up resources of non-inflationary character, to meet budgetary needs which 
include requirement of development activities and social obligations. More 
over, disinvestments impart a new dynamism in the management of 
enterprisers through diversification of ownership and control. 
The policy of government on disinvestments has been evolved over 
a period. Its beginning could be traced to 1991-1992 when in a bid to 
broadbase equity, improve management, enhanced availability of 
resources for Public Sector Enterprises and yield resources for the 
exchequer, it was decided to divest up to 20 per cent of government equity 
in selected Public Sector Undertakings in the favour of public sector 
institutional investment. In 1993 the Rangarajan Committee recommended 
the need to divest up to 49 per cent for industries explicitly reserved for 
public sector. Bearing few exceptional cases it recommended 100 per cent 
of the government stake to the divested. 
The proponents of privatization have an argument ready to deal with 
the strategic sensitivity of the petroleum sector. With Indian Oil 
Corporation (IOC) being byfar the largest enterprise in the sector — and 
indeed in the country — there is little danger that private ownership of 
either of the other two oil companies will seriously compromise national 
security. Indian Oil Corporation, in fact, has four times the refining 
capacity of the next largest oil PSE and sales equivalent to the combined 
turnover of the other two. Since there is no proposal to privatize Indian Oil 
realized that the only way to tide over fiscal crisis in the Public Sector 
Enterprises was by disinvesting them. 
Thus the disinvestment of equity in Public Sector Enterprise which, 
are not strategic was felt desirable because it reduces fiscal deficit, mops 
up resources of non-inflationary character, to meet budgetary needs which 
include requirement of development activities and social obligations. More 
over, disinvestments impart a new dynamism in the management of 
enterprisers through diversification of ownership and control. 
The policy of government on disinvestments has been evolved over 
a period. Its beginning could be traced to 1991-1992 when in a bid to 
broadbase equity, improve management, enhanced availability of 
resources for Public Sector Enterprises and yield resources for the 
exchequer, it was decided to divest up to 20 per cent of government equity 
in selected Public Sector Undertakings in the favour of public sector 
institutional investment. In 1993 the Rangarajan Committee recommended 
the need to divest up to 49 per cent for industries explicitly reserved for 
public sector. Bearing few exceptional cases it recommended 100 per cent 
of the government stake to the divested. 
The proponents of privatization have an argument ready to deal with 
the strategic sensitivity of the petroleum sector. With Indian Oil 
Corporation (IOC) being byfar the largest enterprise in the sector — and 
indeed in the country — there is little danger that private ownership of 
either of the other two oil companies will seriously compromise national 
security. Indian Oil Corporation, in fact, has four times the refining 
capacity of the next largest oil PSE and sales equivalent to the combined 
turnover of the other two. Since there is no proposal to privatize Indian Oil 
Corporation, there would be adequate safeguard in future for the country's 
strategic interests, as well as a strong bulwark against the growth of 
private sector monopolies. 
The proposed privatization of the oil companies must then be seen 
for what it is — a temporary expedient to avoid facing up to the gravity of 
the fiscal crisis. The seeming appeal of the financial calculus is really 
artificial, since the annual flow of revenue from privatization is notional. 
There has been no retirement of public debt, which could conceivably 
relieve the Central exchequer of a part — though an infinitesimally small 
part — of its interest burden. And as long as the revenue account deficit is 
wide and growing, one could as well assume that the privatization 
proceeds are going into meeting revenue expenditure, which creates no 
assets and earns no returns. And if one were conversely to assume that all 
the privatization proceeds go into capital investment, and then the 
benchmark figure for calculating yield^ should not be the borrowing rate, 
but the rate of return on public investment. 
These findings, ofcourse, are richly nuanced and need to be studied 
carefully. Yet the official policy on Public Sector Enterprises shows little 
attention to these details. The prolonged fiscal hemorrhage from the 
majority of these enterprises cannot be sustained any longer. The 
disinvestment policy and the transparent procedures adopted for 
disinvestment have now been widely accepted and the shift in emphasis 
from disinvestment of minority shares to strategic sale has yielded 
excellent results." 
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Chapter-i 
Introductory framework of the Study 
The public sector has played key role in the growth of the economy, 
both at national and state levels. Soon after independence when private 
capital was scare and government was keen on achieving rapid economic 
growth, it was necessary to setup public sector undertakings with 
substantial government direction and control to provide essential 
infrastructure like railways, transport systems, electric power, roads, 
telecommunications and other essential services. Simultaneously, it was 
also felt that without the state's active role in the development of heavy 
industries, such as, steel, mines, coal, chemical, petroleum and cement 
requiring large-scale investment all round development could not be 
achieved. Thus, the public sector was involved directly in manufacturing 
of essential products and services. By the mid 1960s the public sector was 
occupying the "commanding height" of the Indian economy. 
The New Economic Policy initiated in July 1991, has clearly 
indicated that the public sector undertakings have a very negative rate of 
return on capital employed. On account of this phenomenon many public 
sector undertakings have become a liability rather than an asset to the 
Government of India. The public sector undertakings have not performed 
well and have therefore been either closed or liquidated, their contribution 
to the state's development cannot be overestimated. A sector which 
characterized as over invested but gives poor returns, over employed but 
yield low productivity, excessive capital equipment but under utilized 
capacity, excessive controls but lower efficiency, abandoned assets but lack 
of resources . The public enterprises have not generated internal surpluses 
on account of heavy loses .In this view the Government has changed its 
direction in favour of the private sector and the market economy. 
In view of the above, there is no alternative for the state other than 
to carry out public sector undertakings Reforms involving restructuring 
and disinvestment. The government is fully conscious of this necessity and 
is determined to develop an appropriate disinvestment strategy and carry 
through its implementation. The main objective of disinvestment policy is 
to put national resources and assets to optimal use and in particular to 
unleash the productive potential inherent in public sector undertakings. 
Beside, it also aims at modernization and upgradation of public sector 
enterprises, creation of new assets, generating of employment and retiring 
of public debt. 
The public sector undertakings in the oil sector have been attached 
in the disinvestments process since the beginning of 1991-92. The public 
sector units involved in the petroleum sector not only own oil refineries, 
but also retail outlets for petroleum products. The Indian Petroleum Sector 
constitutes 38 per cent of total conventional primary energy consumption, 
which is lower than world average of 62 per cent. The per capita 
consumption of oil is llTkgs against world average of 925kgs. There is 
huge potential for growth in India because of higher growth rate of 
consumption and increasing share of oil sector gained importance on 
accoimt of its multiple and cost effective application (compare to coal, 
hydroelectricity). Oil price have also significant impact on the Indian 
economy. 
Review of Literature 
A review of several studies conducted in the context of public sector 
reveals that with the exception of a few studies and scanty articles written 
in magazines and newspapers, very little work has been done in respect of 
"Impact of disinvestment policy on public sector undertaking with special 
reference to oil sector". The notable studies among them are: 
Books 
Prakash J. [1990] conducted a study of "Administration of Public 
Enterprises in India" He commented on the growth profiles of about half a 
dozen public enterprises. Social and human resource accounting aspect 
has been highlighted and privatization of public enterprise has also been 
included in his study. 
Naib Sudhir [2004] Disinvestment in India Policies, Procedures, Practices, 
in this Naib's examine whether the failure of State Owned Enterprises has 
been exaggerated or in fact their performance is worse than that of private 
firms? If the failure exists and reform is necessary, how should it be 
accomplished? Can State Owned Enterprises be reformed from within, or 
they are intrinsically inefficient? Would changes in the operating 
environment improve State Owned Enterprises performance or a change 
in ownership is the only solution? The purpose of this book is to enable 
readers to make an informed judgment about the policy on disinvestment 
in India. 
Ram Mohan T.T. [2004] "Privatization in India, Challenging Economic 
Orthodoxy" in this book author explores both of these themes at some 
length, subjecting to close scrutiny the performance of State Owner 
Enterprises and private firms in both the industrial and banking sectors. It 
arrives at conclusions that, at the very least, challenge some of the dogmas 
that dominate popular debate on the subject. The author draws on China's 
experience in enterprises reform to see whether this hold any lesson for 
India or indeed reinforces lessons driven home by India's own experience. 
Tiwari Dr. Sanjay [2006] "' Disinvestment Programme in India" in this 
book the author highlighted the present policy of disinvesting is initially in 
small fractions in public enterprises and joint venture to meet the 
budgetary deficit and for rationalization into new industrial activities, it is 
like selling the family silver to have a good time. The main purpose of this 
book is to stimulate readers to gain an insight into the problems of the 
disinvestment Management and Suggestions. 
Articles, Research papers published in Journal, Periodicals 
&: Business Dailies 
The Mc Kinsey Quarterly [1994] in this article, the author highlighted that 
almost all developing- and many developed-economies have a growing 
demand for social infrastructure such as roads, power and 
telecommunications etc. but markedly have insufficient public funds. As 
the experience of many such countries indicates, that to close the 
infrastructure gap, there is an urgent need for implementing a properly-
structured infrastructure privatization programme. This can be a critical 
catalyst for economic development while also providing highly attractive 
investment opportunities for both foreign and domestic companies. 
Dr.Prasad A.G. [1997] in his article entitled "Disinvestment Policy-The 
APIDC a Trend Setter" observed that most of the disinvestment units have 
started earning profit after disinvestment e.g. Raani Cements, Nagarjuna 
Steels etc. Even the loss making units like Alkali Metals has come out of 
the wounds after disinvestment. The share value of these disinvestment 
units has been increasing. Which indicate a favourable response towards 
disinvestment? 
Dharwadkar Ravi, George Gerard and Brandes Pamela, [2000] in their 
paper captioned "Privatization in Emerging Economies: An Agency 
Theory Perspective" argue that lack of strong property rights in emerging 
economies complicates privatization efforts by insufficiently protecting 
minority shareholders. In advanced economies, the rights of minority 
shareholders are legally protected from unscrupulous majority 
shareholders. 
Mushtaque Ahmad M. and-Firoz Alam M.[2000] in their paper entitled 
"Disinvestment and its various Issues" observed that disinvestment of 
Public Enterprise share means government initiated transfer of assets, 
operation, rights and activities from the public to the private sector 
through a variety of means. Divestiture of small equity share to the private 
sector investors or the sale of shares to the mutual funds or other 
Government Financial Institution without any significant change in the 
level of government control or management freedom does not constitute 
privatization. Contracting out to the private sector those services or 
fimctions which had historically been performed by the public sector or 
complete sale of any Public Enterprise entity for any reasons what so ever 
does form part of privatization. 
Mathur B.L.[2001] in his article entitled "Is Privatization Inevitable in 
India?" provides a brief background of conditions leading to privatization 
of public enterprises, narrates the progress of privatization of public 
enterprises since 1991, examine the measures initiated by the government 
to revamp the privatization programme and offers an alternative 
framework for privatization of public enterprises in India. 
Maharana S. and Ray K.K [2001] in their paper article entitled 
"Restructuring PSEs through Disinvestment" point out that the objective of 
the privatization of Public Sector Undertakings is to improve their 
operating efficiency, competitive strength and generate resources for the 
government. There are different forms of privatization ranging from 
managerial privatization to the extreme step of partial or complete 
disinvestment. The extreme form of privatization however is 
disinvestment or selling whole or part of its equity in Public Sector 
Undertakings to the private enterprises and to the investing public 
enterprise. 
Pachauri R.K. [2001] in his article entitled "How do we fix the Oil sector?" 
discussed the functioning of the regulation including the sharing of 
common facilities such as pipelines and of course the essentiality of 
providing regular and adequate supplies of petroleum products to remote 
locations in the country, so that no section of society is excluded from the 
distribution network. 
Aiyar Mani Shankar [2002] in his article entitled "The Disinvestment of 
Arun Shouries" point out that why does not the government get domestic 
and foreign enterprises to compete with public sector giants, especially in 
profit making sectors like oil instead of donating the commanding height 
of the economy at throw a way prices to favoured fat cats? 
Ganesh G. [2002] in his publication entitled "PSU Disinvestment: 
Windfalls and Pitfalls" point out that, public support for the 
disinvestments process can be secured only when the proceeds of the 
disinvestments are spent for specific social purpose, instead of going, to 
meet budgetary deficits. The stated aim of the Government is to reduce 
public debt and provide funds for social sector from the proceeds of 
disinvestments. 
Mathixr B.P. [2002] in his article entitled "Privatization Need for a Policy 
Framework". Noted that there is hardly any justification for selling 
profitable oil companies or shipping corporation which have strategic 
importance for the national economy as their control may pass on to 
multinationals. He stressed that some nations are even waging wars to 
secure control over global oil resources as the recent Iraq conflict has 
shown. 
Patra Durgadas [2002] in his special report entitled "Disinvestment" 
focused that the process of government moving away from economic 
activities, which has started all over the global and in India too will have a 
far reaching consequence. The basic principle of welfare economy is 
greatest good of the greatest numbers. 
Raghavan B.S.[2002] in his article entitled "Public Sector Oil Companies 
Merger-Need to rethink on basic premise" commented that each of the 
Indian Oil Companies can emerge as a giant provided it is allowed to go 
full steam ahead and take competition head on with best practices, up-to 
the minute technologies and timely business intelligence. He also 
suggested that only the healthy competition will toughen them to face 
obstacles and force ahead. The least the Government can do is to enable 
the companies to become world class multinationals through internal 
reforms and revitalization. 
Ramachandran Sushma [2002] in her article entitled "Disinvestment of Oil 
sector put off by three months" the focused that the decision on deferment 
was basically on the grounds that these were efficient profit making 
companies and the general feeling was that there was no need for any 
hurry to privatize them. The security issue was raised but evidently was 
not paramount since oil sector is technically not notified as a strategic 
industry. 
Sivakumar S. [2002] in his article entitled "The Promise of India's 
privatization on" the author opinion that with privatization, there may be 
an initial loss of jobs, but productivity and wages would definitely rise. In 
this article, he has analyzed the Organization for Economic Co-operation 
and Development (OECD) country's experience with privatization, the 
opportunity cost of India's delay in privatization, the stumbling blocks and 
finally the future outlook. 
Srinivas Alam [2002] in his article entitled "Speed of disinvestment" 
observed that while the speed of disinvestments has become critical, it isn't 
the sale factor in the disinvestments exercise. The government doesn't talk 
about its methods-need, to do so will probably give the potential buyers a 
price advantage that the disinvestments ministry is unwilling to cone. 
Arvind S. [2003] in his article captioned "Disinvestment over a barrel" did 
not support the idea of breaking up the Fortune 500 Indian Oil 
Corporation, just because two other Oil Public Sector Undertakings could 
not be divested. According to him, it does not make good business sense 
especially when world over oil companies are merging for size. To really 
succeed, the disinvestment process must be transparent and consensual, 
not arbitrary. 
Anshuman Ravi V. [2003] in his paper entitled, "A major problem in of 
disinvestment of public sector undertakings" is the lack of room for 
negotiations between the government and the bidders, or each of the 
potential buyers, to asses the potential synergy that the buyer can expect 
from his strategy for exercising the controlling interest in the public sector 
undertakings. 
Banerjee Harijiban [2003] in his article entitled, "Disinvestment of Public 
Sector Undertakings through strategic sale" observed that the transfer of 
shares and transfer of management control to a strategic partner has 
assumed great importance of late. The article focuses on various aspects of 
strategic sale and sale modalities. 
Bhardwaj Brij [2003] in his article entitled "Need for clear policy on 
disinvestment" pointed out that the major problem relates to what should 
be classified as areas of strategic importance and thus to be kept in the 
hands of the Government while allowing other sectors to slip into the 
hands of the private sector. To be fair, both sides are looking at one side of 
the problem only. It is no secret that India's growth projection has suffered 
not because of slowing down of the disinvestment prograirune or lack of 
foreign investment. 
Jospeh Stiglitz, [2003] in a debate on "Privatization: who wins? Russia's 
Reform compromise" says that when there is a change of Government, 
there will be a questioning of whether that privatization was legitimate. If 
you had your money in Russia, people might say, 'We want to do that over 
again you effectively state the country's assets' So the experience in Russia 
shows that in some sence economists are right incentives matter. 
Mitra Debabrata [2003] in his article entitled "Disinvestment of PSUs: Can 
it bring efficiency?" the conducted a study to review the disinvestment 
programme with particular reference to assess the impact of first phase of 
disinvestment on the efficiency level of Container Corporation of India. 
Efficiency may be achieved by changing the quality of management and 
not by changing the ownership. 
Raj an Raghuram [2003] in his write up "Derailing Disinvestment" says 
that the government has lost a golden opportunity to test two different 
methods of private ownership. Instead, the announced sales demonstrate 
two different ways our ingenious politicians will continue to exercise 
control. The stage is set for the failure of these sales. After all, that is 
precisely what the opponent of disinvestment want. 
Shanker Kapoor Ravi [2003] in his article "Supreme Court Decision Halts 
Disinvestment" observed that the decision of the apex court will have far-
reaching consequences not only for disinvestment in two Public Sector 
Undertakings, but in other matters also. 
The Times of India [2003] in its Editorial entitled "Over a Barrel: Perils of 
Privatizing Oil Sector" pointed out that the government still controls steel 
distribution to crucial sector like the military, railways and power sectors. 
These areas are far too sensitive to be left to the private sector. So, it is a 
paradox that the goverrunent chooses to hand over the entire Oil industry 
to the private equity in the Oil majors. 
Bane or Boon [2004] in his article entitled "DIS-INVESTMENT POLICY" 
commented that Government should get out of the business and instead 
concentrate on social welfare. Thoroughly, initially this step would result 
in huge unemployment and might lead to consumer exploitation. 
However, its impact will be different in deferent fields, like in the field of 
human resources the quality of manpower will improve which will result 
higher productivity and greater responsibility. It will also reduce the 
excessive manpower initially it will result in the dissatisfaction and low 
morale among the employees but in the long run it will prove beneficial. 
Rao K. Ashok [2004] in his article captioned "A Brief Outline of Critique 
of the Common Minimum Programme in respect of Public Sector and 
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Public services" recognize that every model has an internal continuity and 
cohesion. It is not possible on the one hand to modify every single 
economic legislation be it the Electricity Act etc. to suit the neo-liberal 
economic model that favors investors over consumers and markets over 
state intervention. Any attempt to seek minor concession may be 
politically pragmatic, but do not in any way make any impact to the needs 
on the ground. 
An article entitled "Privatization and PSUs" published in The Hindu 
emphasized that the Supreme court has made it clear that the judgment 
covers only Public Sector Undertakings created by statute and by 
implication has no bearing on companies such as BALCO, where the same 
court has upheld the Government's power to take decisions on 
disinvestment. However, a gray area is the impact of the recent ruling on 
state public sector undertakings, a number of which have been set up by 
state legislative acts. With some States having embarked on disinvestment 
drives, the implications of the ruling at this level need to be closely 
watched. 
The review of literature conducted by the researcher revels that a lot 
of work has been done in the field of working of Public Sector 
Undertakings, whereas very little work has been found in the field of oil 
sector specially related to disinvestment policy and its impact on 
performance of Public Sector Undertakings. That's why the researcher 
chosen this research project entitled "Impact of disinvestment policy on 
profitability of public sector undertakings with special reference to oil 
sector". 
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Statement of Problem 
Government of India has since decided to grant enhanced autonomy 
and deregulation of power, under "Navratna" scheme, to a few selected 
Public Sector Undertakings, including Oil and Natural Gas Corporation 
(ONGC), Gas Authority of India Limited (GAIL), Indian Oil Corporation 
(IOC), Bharat Petroleum Corporation Limited (BPCL) and Hindustan 
Petroleum Corporation Limited (HPCL) in the petroleum sector. In term of 
profitability, the Public Sector Undertakings showed divers patterns. In 
2000-01,122 enterprises made a profit with the top 10 among them giants 
such as the Oil and Natural Gas Corporation (ONGC), The National 
Thermal Power (NTPC), the Indian Oil Corporation (IOC) and the Videsh 
Sanchar Nigam Limited (VSNL) accounting for close to 70 per cent of the 
total net profit of public sector, power and commurucations contributed to 
60 per cent of the total profits during the year 2000-01. 
The proposed disinvestment of the oil companies must then be seen 
for what it is a temporary expedient to avoid facing up to the gravity of the 
fiscal crisis. The seeming appeal of the financial calculus is really artificial, 
since the annual flow of revenue from disinvestment is notional. There has 
been no retirement of public debt, which could conceivably relieve the 
Central exchequer of a part - though an infinitesimally small part - of its 
interest burden. And as long as the revenue account deficit is wide and 
growing, one could as well assume that the privatization proceeds are 
going into meeting revenue expenditure, which creates no assets and earns 
no returns. And if one were conversely to assume that all the privatization 
proceeds go into capital investment, and then the benchmark figure for 
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calculating yields should not be the borrowing rate, but the rate of return 
on public investment. 
In this background the present study has been conducted to assess 
"impact of disinvestment policy on profitability of public sector 
undertakings with special reference to oil sector". For rationale, systematic 
and analytical study the researcher has selected five important oil 
producing organisations. 
Objective of the study 
In order to study, "the impact of disinvestment policy on 
profitability of public sector undertakings with reference to oil sector" the 
researcher has set the following objectives:-
1. To review the performance of public sector undertaking in India. 
2. To review the rationale of disinvestment of public sector 
undertakings in India. 
3. To analysis the impact of disinvestment policy on profitability and 
efficiency of oil sector 
Utility and justification of the Study 
Growing performance is the result of interaction between a large 
number of technological, economical and political phenomena. The 
augmenting performance is rightly equated with economic progress 
compatible with social justice. This study has taken the growth and 
development of public enterprise in India in the post economic 
liberalization regime. The utility of the study of public enterprise can be 
seen to as what are the factors which have attracted the mind of 
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Government, investors, researchers and society as well. This study also 
point out the problems faced by Public enterprises in India and aims to 
removing them to boost the performance in future. 
Research Methodology 
In the present study, an endeavour has been made to collect the data 
from both the sources i.e. primary sources and secondary sources of 
information. However, the mainstay of the study has been extensively on 
the secondary data .In pursuance of objectives set to analyze the 
performance and evaluation of public sector enterprises. It has been 
approached to make the study analytical through the use of significant 
statistical tools and financial ratios. The following methodology has been 
used in the present study -
a- Soxirce of Information 
The data have been mainly collected through discussions with the 
officials of the in Department of Disinvestment, Government of India and 
Ministry of Public Sector. Government Gazettes, circulars, articles etc. 
published in journals and periodicals, like Law Weekly Times, News 
Letter of Ministry of Law and Social Justices, Government of India. 
The Annual Reports of Department of Disinvestment, 
Government of India Block-14 CGO Complex, Lodi Road New Delhi and 
survey of Indian Industries, Indian council for Research on International 
Economic Relations (ICRIER), ASSOCHAM have been extensively used to 
study and analyze the problems, issues, challenges and perspective. 
Consolidated figures have been drawn from through Annual Reports of 
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selected organizations. Magazines and Journals such as DATAQUEST, 
Business World, Business Today, Business India, Yojana Economic and 
Political Weekly, Voice & Data and Newspapers like The Business Line, 
Economic Times, The Financial Express, The Business Standard, The 
Hindustan Times, The Hindu and The Times of India have been 
thoroughly studied for wide coverage of data and information required to 
complete the project work. 
b-Data Computation and Tabulation 
Data related to Public sector enterprises have been collected from 
primary and secondary sources. Some of the data have been checked to 
insure the reliability of the measurement at maximum possible. After 
collection and checking the data, it has been tabulated and processed 
through computer software and manually. Afterwards, the data have been 
interpreted to make this study purposeful for all concerned. 
c- Ratios Analysis 
Ratio analysis is a very powerful tool for analytical and interprets of 
financial performance of an organization. It helps the management to 
analysis the past performance of the firm and to make future projections. It 
is a process of comparison of one figure with another, which makes a 
proper analysis about the strengths and weakness of the company's 
operation. It is extremely helpful in providing valuable insight into a 
company's financial picture. The following ratios have been calculating to 
asses the impact of disinvestment policy on the profitability of some 
selecting public sector undertakings with special reference to oil sector. 
i. Gross Profit Ratio 
It measures overall efficiency of the enterprise. Higher the 
ratio the better it is. A low ratio indicates unfavorable trends in the form of 
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reduction in selling prices not accompanied by proportionate decrease in 
cost of production. It may enterprise there is more or less recognized gross 
profit ratio and experience will indicate whether the ratio of the 
enterprises being and used is satisfactory or not. 
Gross Profit Ratio = Gross Profit 
XlOO 
Net Sales/Income from operation 
ii. Net Profit Ratio (NPR) 
This ratio indicates management's ability to operate the 
business with sufficient success not only to recover from revenues of 
the period, the cost of merchandise or services, the expenses of 
operating the business (including depreciation) and the cost of the 
borrowed funds, but also to leave a margin of reasonable 
compensation to the owners of providing their capital at risk. It 
essentially expresses the cost price effectiveness of the operation. A 
high value of this ratio reveals an advantages position in the face of 
falling selling price, rising operating costs or declining demand for 
the product. A low value of it has the opposite implications. 
NPR =Net Profit before Income Tax ^ ^ QQ 
Sales 
iii. Operating Ratio 
It measures the cost of operations per rupee of sales. This is the 
most general measure of operating efficiency and is important to 
management in judging its operations. This is also calculation yardstick of 
operating efficiency. It is calculated by dividing operating costs by net 
sales or income from operations. 
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Operating Ratio = Operating Cost 
XlOO 
Net Sale/ Income from operation 
iv. Return on capital Employed (ROCE) 
It indicates how well a company has used the long-term funds 
invested by the owners and creditors. The higher the ratio, the more 
efficient the enterprise is using its funds. 
j^O(^E = Profit before IT ^ -^ QQ 
Invested Capital 
V. Return on Net worth (RONW) 
This ratio indicates how profitably the shareholders funds have been 
utilized by the enterprise. In other words, this ratio shows the degrees to 
which the firm is able to convert operating profit into an after tax profit 
that eventually. 
RONW = ^ , ^ 7 ^ , xlOO Net worth 
vi. Earnings per Share (EPS) 
It measures the profit available to the shareholders on per share 
basis. The flow of capital to the corporate entities under the present 
imperfect capital market conditions would be made on the evaluation of 
EPS. Investors lacking inside and detailed information about the prospect 
of the company would look upon the EPS as the best base to take their 
investment decisions. A higher EPS means better capital productivity. 
NPAIT EPS = No. of Equity Shares 
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vii. Debt Equity Ratio (DER) 
It is a popular measure of the long-term firiancial solvency of an 
enterprise. It reflects the relative claims of creditors and shareholders 
against the assets of the concern. The higher the ratio, the greater is the 
financial risk associated with the company. 
Qgn _ Long term Debt 
Shareholders fund 
viii. Current Ratio 
Current Ratio is the relationship between current assets and 
currents liabilities. This ratio is also known as working capital Ratio. It is 
generally an acceptable measure of short-term solvency as it indicates the 
claims of short-term creditors are covered by assets that are likely to be 
conversed into costs in a period to the maturity of the claim. 
^ . r, .. Current Assets 
Current Ratios = 7; ^^  • ur*-
Current Liabilities 
d. Statistical Tools used 
For interpretation of data various statistical tools have been used 
according to the requirement and suitability. The statistical tools used are 
the SPSS Window computer software. With the help of SPSS software the 
researcher forecasts of organization relevant variables, can be aided by the 
use of decision time. The researchers use the Arithmetic Mean, Standard 
Deviation and t-test (Two independent samples). 
i. Arithmetic Mean 
Most of the time we refer to the "average" of the something, are 
talking about into arithmetic mean. It has been calculated by summing all 
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the observations in a batch and then dividing the total by the number of 
items involved. 
Y-2X 
Where, IX = Total value of the observation 
N = No. of observations 
ii. Standard Deviation: (S.D.) 
The S.D. is a measure of the variation in the data that have been 
used to determine the percentage of data values that reside within any 
specified distance from their mean. 
a = ^ ; E (X-X)^ 
N 
where, X-X = Deviation taken from the actual mean 
N = No. of observation 
iii. t-test (Two independent Samples) 
If the two populations have unequal variances, on exact t-test can 
not be computed for the difference in sample means. Instead, an 
approximation to t-test is computed. The number of degrees of freedom in 
this case is usually not an integer, but a reasonably accurate probability can 
be obtained by rounding to the nearest integer. 
t = 
x,~x. 
h — + — 
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Hypothesis 
In order to make the study more meaningful and goal oriented the 
researcher has formulated the following hypothesis: 
HI- There is significant difference between performance of public 
sector enterprises and private sector in India. 
H2- Disinvestment will improve the financial performance of public 
sector undertakings. 
H3- Disinvestment will increase the profitability and efficiency of oil 
sector. 
Presentation of the Study 
Keeping in view the objectives, hypothesis and methodology of the 
study the whole research work has been divided in to seven broad 
chapters. 
I- The first chapter is related with 'Introductory framework of the 
Study' which deals with the objectives, hypothesis, research 
methodology and review, of the various studies carried out in the 
field of India's public sector enterprises in general and oil sector in 
particular. 
II- The second chapter entitled 'Performance of Public Sector 
Undertakings in India' deals with the detailed historical 
background, working and their performance. This chapter also 
reveals the reasons for disinvestment in public sector undertakings. 
III- The third chapter 'Disinvestment in Public Sector Undertakings: A 
Conceptual framework', covers the rationale for implementing 
disinvestment policy in public sector undertakings. This chapter also 
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highlights the objectives of disinvestment and present position of 
public sector undertakings in India. 
IV- The fourth chapter 'Oil Sector in India: An Overview' studies the 
over all growth and working of oil sector in India. 
V- The fifth chapter 'Financial Performance of Oil Sector in India: 
Study of Few Selected Units' examines the profitability and 
efficiency of five selected Oil producing organisations. 
VI- The sixth chapter deals with 'Analysis and Interpretation', of 
financial performance of public sector undertaking with special 
reference to oil sector. 
VII- The seventh and last chapter 'Conclusion and Suggestions' presents 
the sununary and findings of this research project. It also offers 
certain suggestions to improve the efficiency and profitability. 
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Chapter ^wo 
Chapter-ii 
Performance of Public Sector Undertakings 
in India 
The first chapter was devoted to introduce the entire research work 
in systematic way. In the present chapter an attempt has been made to 
discuss briefly the historical perspective of pubHc sector undertakings in 
India. The public sector undertakings were considered as an integral part 
of Indian economy and the most potent tool for providing social justice 
accelerating the process of modernization, exploiting the natural resources 
and ensuring production of wealth for the all round social economic 
development. Since the inception of economic planning, there has been a 
massive expansion of public enterprises and these enterprises have 
reached the commanding heights of Indian economy. Public sector 
undertakings hold about 70 percent of India's economic activity. The 
coverage of these enterprises has expanded beyond the basic and heavy 
industries to light manufacturing variety of consumer goods electronic, 
high-tech products, construction, consultancy services even tourism and 
hotel industries. The utility and rationale of public sector enterprises in 
India has always been debated and discussed at different forums. 
Emergence of Public Sector Undertakings in India 
The idea of State owned undertakings dates back to the ancient 
times of the Chola kings of the 11* and 12* century when in south India 
great dams and anicuts were built across the river Cauvery. As it is 
historically proven there was a good deal of economic development by the 
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State, directed towards sustaining the life of the community and these 
dams and anicuts which were set up by the State for the benefit of the 
people are the testimony to acknowledge -the evolution of the public 
sector, started by the great Chola king, the public sector went through 
period of steady expansion until our country became a free nation. 
In the history of world's economy two centuries back the philosophy 
of the state was only to protect the territorial sanctity of the country and to 
maintain law and order with in the state, whereas Trade, Industry and 
Commerce were left for the businessmen. Almost every country of the 
world was governed by the principle of laissez faire i.e. free internal and 
external trade. The First World War made the state realize the value of the 
policy of protectiorusm. Therefore, they started intervention in the trade 
and commerce. Many revolutionary changes like October Revolution in 
Russia, Emergence of International Labour Force, Second World War etc., 
created an atmosphere in favour of protectionism. Many states imposed 
restrictions on trade. Many new countries emerged on the world map; 
many others declared themselves as welfare states. The governments of 
these countries decided to enter in to the field of business and assumed the 
responsibility of developing the country's economy to further welfare of 
developing the economy to further welfare of the common man. These 
circumstances led to the emergence of the state sector to protect a 
country's trade to provide safeguard to the commimity at large and to 
meet the political ends. The development of public sector undertakings in 
India can be studied under the following stages: 
First Stage (1830-1900) 
In the year 1830, a Mathematical Iristruments Office (later the 
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National Insti"ument Factory) was founded with the main objective of 
maintenance and repair of precision instruments like theodolities required 
by the Survey of India. In the year 1851, the first telegraph line was opened 
between Calcutta and Diamand Harbour. Establishment of Posts and 
Telephone Department in 1854 under the post office Act 1854, introduction 
of postal system in the year 1866 by Lord Clive and extended by Lord 
Dalhousie in the year 1874 had led to the development of communication 
system in India with the assistance of state. The first railway line of twenty 
miles was laid in 1853 between Thana and Bombay. By the year 1867, 
Calcutta and Bombay were connected by rail and so was Delhi with 
Calcutta. The first Ordinance factory was set up as far back as 1834 and 
since then the manufacture of arms and ammunition was done by the 
public sector only. In the year 1870, the Government of India established 
the Department of Geological Survey on a permanent basis with the 
assistance of this department, new coal field were discovered and helped 
in the development of certain industries. The Presidency Government of 
Madras had undertaken manufacture of aluminum, leather raining, 
weaving, pencil glass line and sand bricks, as early as 1898. Former 
Princely states like Mysore, Hyderabad, Gwalior, Cochin and Travancove 
made some efforts in this direction. During this stage, the government had 
established such industries in India which the Britishers thought fit to sub 
serve the economic interests of their country. 
Second Stage (1901-1939) 
During this period, the government had started providing financial 
assistance and protection to public sector enterprises. India's first 
hydroelectric power project was established at Sivasamudram in Mysore 
in the year 1902. In the meanwhile, the Goverrunent had established two 
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important undertakings namely, the Security Printing Press at Nasik and 
the Gim and Shell Factory at Conspire, Bengal, In February 1921 the 
Central Government created the central department of the Board of 
Industries and Amunitions. The first All India Radio was established at 
Madras in 1924. On April 1,1930, the Government of India took over the 
control of Indian broadcasting under the Department of Industries. In the 
year 1934, Garden Reach Workshop, Calcutta, and Mazagon Dock Ltd. 
were also established as public sector units. During this period, a few 
public sector undertakings namely, Nizam Sugar Factory Ltd. in the year 
1937, Mysore Sugar Co. in the year 1933, Indian Bobbin Company and 
Indian Tarpentine and Rosin Company in Uttar Pradesh were established 
by the State Governments also. 
Third Stage (1934-1947) 
In this stage, the government had started promoting industrial 
ventures, as earlier it was concerned mainly with the establishment of 
public utilities. During the Second World War, the Government was 
compelled to take over several economic activities in its hands. The Board 
of Industrial and scientific Research was established to advise the 
government regarding the problem related to there construction efforts. In 
the year 1940, Hindustan Aircrafts Limited was established at Bangalore to 
take over the privately owned Hindustan Aircraft Company. Telephone 
system in Calcutta, Bombay and Madras were nationalized in 1943 and 
railways were taken over in 1944. 
Fourth Stage (After Independence i.e 1947) 
Since independence India adopted the principle of planned 
development of the economy. In order to fulfill the socio economic 
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objectives emphasis was laid upon the establishment of public sector 
enterprises. The main objectives of establishing the public sector 
undertakings in India were to: 
1. Help in the rapid economic growth and industrialization of the 
country and create the necessary infrastructure for economic 
development, 
2. Earn return on investment and thus generate resources for 
development, 
3. Promote redistribution of income and wealth, 
4. Promote balanced regional development, 
5. Create employment opportunities, 
6. Assist the development of small scale and ancillary industries, 
7. Promote import substitution, save and earn foreign exchange for the 
economy, 
8. Gain control over the commanding heights of the economy, 
9. Reducing disparity of income, 
10. Development of Industrially backward regions, 
11. Facilitating and trading with east European countries, 
12. Providing fair treatment to Labour, 
13. Providing commercial organizations for specific schemes, and 
14. Enhancing production of essential goods. 
Sectorwise classification of Public Sector Undertakings 
The sector wise classification of the various Public Sector Enterprise 
is given as follows: 
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Agro Based 
This sector has played an extremely important role in India's 
economic development since it has predominantly an agrarian economy. 
By producing and selling agro - based products including activities like 
forestry, development of seeds, growing of rubber plants and red palm 
trees. With just 4 enterprises, this sector employs 4062 people with an 
authorized capital of Rs. 57 crores and investment running upto Rs.8.69 
crores. 
Chemicals and Pharmaceuticals 
From the laboratories and testtubes comes a world of chemicals and 
Pharm products which are used in agriculture, industry and households. This 
sector comprises of 21 Public Sector Enterprises, with an authorized capital of 
Rs.976.70 crores, investment to the tune of Rs. 142.04 crores, this sector's 
manpower strength is 35,263. The range of products covers pharmaceuticals, 
surgical instruments, ayurvedic intermediaries, common salt cement, 
petrochemicals and pesticides 
Coal and Lignite 
The black diamond sector has 9 enterprises working to mine it in full 
measure. These enterprises are mainly engaged in the production of 
coking coal, non-coking coal and lignite. With an authorized capital of Rs. 
21004.18 Crores, investments to the tune of Rs. 7,370.64 crores and human 
resources numbering 6,03,648 employees most of the enterprises are profit 
making companies in this sector. 
Consumer Goods 
The consumer was benefited from the presence of 18 Public Sector 
Enterprises offering a wide range of consumer goods that include: Cement, 
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footwear and leather goods, lenses, bread, newsprint, contraceptives, 
vegetable oils, paper etc. The wide ranges of consumer goods have been 
made possible with an authorized capital base of Rs. 2,247.97 crores in 
1998- 99 and investment of Rs. 504.39 crores. This sector employs 60,585 
people. 
Contract and Constructions 
Providing assistance in infrastructure development are 10 Public 
Sector Enterprises offering a range of services in construction of dwelling 
units, railway lines, roads and bridges. They also provide construction of 
dwelling units, railway lines, roads and bridges. They also provide 
consultancy services in allied fields. With an authorized capital of Rs. 1,140 
crores in 1998-99 and investments pegged at Rs. 188.89 crores, this sector 
employs 32,144 people. 
Fertilizers 
Ushering in the Green Revolution and self-sufficiency in the food-
rain production, the fertilizer sector has been playing a vital role in the 
development and prosperity of rural India and its farmers. There are 8 
Public Sector Enterprises in this sector, with an authorized capital base of 
Rs. 4,732.65 crore and investments of Rs. 7.54 crore. This sector has 
manpower strength of 40,252 and is engaged in producing and selling 
chemical fertilizers like Urea, Phosphates, Complex Fertilizers and other 
items like DAP, Phosphoric Acid, Ammonia, and Sulphuric Acid etc. 
Financial Services 
Providing financial support for a wide range of needs of these 
Public Sector Enterprises engaged in rendering financial services such as 
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lending and' debt servicing. From housing, power, exports, films and 
railways these companies provide finance to suit any needs. 
Heavy Engineering 
The capital goods sector is often the gauge for industrial 
development in a developing economy. It also becomes the yardstick for 
technological competence. The heavy engineering sector comprises of 15 
Public Sector Enterprises which are engaged in the manufacture and sale 
of capital goods for a wide range of industrial usage. This sector has an 
authorized capital base of Rs. 1,443.40 crores in 1998-99 and investment to 
the tune of Rs. 509.47 crores. It employs a staggering 97,650 employees and 
produces capital goods required by Steel, Fertilizers, Petroleum, 
Chemicals, Mining, and Power Generation Complexes etc. 
Industrial Development and Technical Consultancy 
From blueprint to commissioning, there are 13 Public Sector 
Enterprises providing vital support and guidance to industries in different 
sectors. These industries could be large, medium or small scale. The 
services rendered include engineering, technical and educational 
consultancy services for different types of projects, plants and installations. 
These organizations also give support in the development and promotion 
of different small scale industries. With 22,936 employees, this sector has 
an authorized capital base of Rs. 5,317 crores in 1998-99 and investment to 
the tune of Rs. 398.29 crores 
Minerals and Metals 
The natural wealth of the nation is being tapped by 11 Public Sector 
organizations which are engaged in mining and allied activities. 
Medium and Light Engineering 
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This sector comprises 23 Public Sector Enterprises, which keep the 
flow of products used for different purposes going. These products are 
used by both the manufacturers and consumers and include barrels, 
drums , LPG containers , watches , tractors , machine tools , lamps , 
telephones , pumps and compressors , airbrakes , exhausters , electric 
motors etc. The authorized capital base of this sector in 1998-99 was to the 
tune of Rs. 1,665.10 crores and investments were Rs. 223.42 crores. This 
sector has an employees strength of 1,07,897. 
Power 
One of the most vital infrastructure needs of a developing economy, 
the power sector comprises of 4 Public Sector Enterprises who have 
emerge as corporate monoliths in the two decades since their inception. 
With authorized capital amoimting to Rs.25, 500 crores and investments of 
Rs. 304.33 crores in 1998-99, this powerful sector has employee strength of 
50,439. These organisations are mainly engaged in the generation and 
distribution of all forms of power viz. hydel, thermal & nuclear (excluding 
solar). 
Steel 
The bedrock of industry, the steel sector has 7 Public Sector 
Enterprises. These enterprises with an authorized capital of Rs. 13, 752 
crores. Investment of Rs. 1, 820.18 crores in 1998-99 and an employee 
strength of 2, 16, 961, produce a wide range of product such as saleable 
steel, spun pipes, castings, sponge iron, spiral steel and various allied 
products. From setting up of townships, providing of medical and 
educational facilities as well as cultural amenities to the employees these 
companies has fulfilled their role as corporate citizens. 
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Textiles 
This sector has 14 Public Sector Enterprises spread across the 
country, engaged in producing and selling products such as yam, worsted 
and woolen clothes, blankets, hosiery, polyester suiting etc. This sector 
has been one of the largest employment providers and this is borne out by 
the fact that 98,328 people are employed in the textile sector. The 
authorized capital in 1998-99 for this sector was Rs. 1, 142.02 crores and 
investments accounted for Rs. 447.25 crores. 
Trading and Marketing 
There are 17 enterprises offering trading and marketing services 
that play a very important socio-economic role. These enterprises are 
mandated to regulate trade in certain sensitive products, control and 
eliminate speculation, provide support prices to agricultural products or 
certain cash crops, ensure availability of essential consumer products, give 
import- support to small scale sectors and provide the most scientific 
storage facilities. With total employee's strength of 89,383 people, the 
authorized capital of this sector in 1998-99 was Rs. 1,879 crores with an 
investment of Rs. 394,25 crores. 
Tourist Service 
A comfortable journey for both the domestic as well as the 
international traveler is provided by 9 Public Sector Enterprises whose 
services Include construction and management of hotels, restaurants, 
tourist bungalows etc. these services are provided across the country in 
different places of tourist interest and also include cost effective packages 
at various destinations. The authorized capital for this sector was Rs. 
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131.92 crores in 1998-99 with investments at Rs. 8.68 crores and manpower 
resources of 11,297. 
Telecommunication Service 
Making India part of the Global Village, the mandate of the 
communication network countrywide which is provided by 2 giants in the 
Public Sector who provide the entire range of telecommunication services. 
Enabling a linkage both with in the country as well as globally, this sector 
employs 64,942, people has an authorized capital in 1998-99 of Rs. 900 
crores with investments at Rs. 805.56 crores. 
Petroleum 
The wheels of the economy are kept in motion due to the efforts of 
14 Public Sector companies engaged in producing, refining and selling 
Black Gold and its products. With authorized capital of Rs. 20,324.60 
crores, investments pegged at Rs. 10,862.13 crores, this sector employs 1, 
21,368 people who are engaged in extraction and exploration of crude oil, 
refining and selling petroleum and petroleum products such as diesel , 
kerosene oil ,naphtha , gas lubes, grease, chemical activities, lubricants etc. 
This sector has provided some of the most prolific Research & 
Development breakthroughs. This sector also boasts of some of the best 
institutes of learning and training which have made a name for themselves 
all over the world. This sector also employs the highest number of 
technical manpower. 
Progress of Public Sector Undertakings during Plan Period 
In the very first year after independence. Atomic Energy 
Commission, Damodar Valley Corporation and Industrial Finance 
34 
Corporation of India were established. Indian Telephone Industries were 
established as a departmental enterprise of the Government during 1948 
prior to the commencement of planned economic development. Reserve 
Bank was nationalized in the year 1949 and Indian Rare Earth was set up 
in 1950. 
First Five Year Plan (April 1,1951 to March 31,1956) 
The First Five Year Plan was that the state must not only assume the 
responsibility for providing infrastructure facilities but also undertake 
direct promotional work. The need was recognized for the intervention of 
the state in the industrial field. The Planning Commission observed that 
the need for development are so great that it is best for the public sector to 
develop those industries in which private enterprise is unable or unwilling 
to put the resources required and to run the risk involved. 
Under the First Five Year Plan provision was made to spend a total 
of Rs. 2,378 crore during the Plan period. But the actual expenditure 
amoimted to Rs.l960 crore only. In this plan agriculture was to give the 
highest priority. It is interesting to note that the achievements of this plan 
were more than its targets. The annual compound growth rate of national 
income (at 1980-81prices) was 3.6 percent (target 2.1 per cent) during the 
plan period. The per capita income growth rate was 1.8 per cent and 
Incremental Capital Output Ratio (ICOR) was 2.95 during this plan. 
Second Five Year Plan (April 1,1956 to March 31,1961) 
The Second Five Year Plan was started on April 1,1956 and ended 
on March 31, 1961. The fundamental objective of this plan was to initiate 
and accelerate the process of industrialization so that the development of 
Indian economy acts on firm base. The Industrial Policy (1956) based on 
35 
the objective of establishing the socialistic pattern of society was 
announced during second plan period. 
During Second Five Year Plan, the actual public sector outlay was 
Rs. 4672 crore which included Rs. 3731 crore as government investment 
and the remaining Rs. 941 crore as Goverrunent outlay. Besides, an 
investment of about Rs.5100 crore was estimated for the private sector In 
other words, the investment amount of the Second Plan was Rs.6831 crore 
(including both public sector and private sector outlays).During second 
Plan, the National Income increased at a rate of 4.27 percent per capita 
income growth rate was only 1.9 percent per annum. The reason for not 
achieving the 25 percent national income growth target was the adoption 
of hypothetical and much optimistic estimate for capital output ratio. 
Moholnobis model gave this ratio as 2:1 but in practice it was estimated to 
be 3.40:1 (on 1980-81 prices). Second Plan, 24 percent of the total Outiay (i.e 
Rs 1090 crore) was mobilized as foreign assistance. This plan was severely 
hindered by the rising inflation rate in the economy. During this plan price 
level increased by 30 percent against a decline of 13 percent during First 
Plan. 
Third Five Year Plan (April 1961 to March 31,1966) 
This plan was started on April 1,1961 and ended on March 31,1966. 
The basic aim of this plan was to push the economy up to the take off stage 
of development. A target of 6 percent and 14 percent annual growth rates 
was fixed for food grains and industry production respectively, but this 
plan could ensure only 2 percent annual growth rate in food grains 
production. The actual achieved growth rate of National Income at 1993-
1994 prices was only 2.5 percent against the target of 50 percent per 
annum. The actual growth rate of per capita income was only 0.2 percent 
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per annum. This plan was on ill-fated plan as India faced two wars with 
china in 1962 and with Pakistan in 1965. Besides India also faced drought 
in 1965-66 which resulted in to a decline of 4.7 percent in national income 
in 1966-67. 
Fourth Five Year Plan (April 1,1969 to March 31,1974) 
The Fourth plan was started on April 1, 1969, and ended on March 
31, 1974. Growths with Stability and Progress towards self reliance were 
the prime objectives of this plan. 
During Fourth Plan, the annual growth rate of national income (on 
1993-94 prices) was only 3.8 percent, which was much lower than the 
target. Food grains production could increase at a growth rate of 2.7 
percent per annum. The annual growth rate in industrial production was 
only 4 percent per annum. This again remained below the target. During 
this planning period, prices increased by about 6 percent (wholesale price 
Index was 175.7 in 1969-70 9 1961-62=100) which went up to 283.6 in 1973-
74). 
Fifth Five Year Plan (April 1,1974 to March 31,1979) 
The Fifth Five Year plan began on April 1,1974, and was scheduled 
to end on March 31,1979. Janata Government declared this plan closed one 
year prior to its schedule. The main objective of this Plan was the 
Eradication of Poverty and to attain self-sufficiency. 
Sixth Five Year Plan (April 1,1980 to March 31,1985) 
The Janata Government terminated the Fifth Five Year Plan, one 
year earlier to its term i.e. only with in four year span (1974-78) and 
introduced a new plan since April 1,1978 for Five year (1978-83). In 1980, 
the Sixth Plan (Rolling Plan) prepared by the Janata Government was 
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abandoned by the Congress Government and a new Sixth Plan were 
introduced for the Period 1980-1985. 
The target growth rate for the Sixth Five Year Plan was 5.2 percent 
per annum but the actual attained growth rate was 5.3 percent per annum 
at 1993-94 prices. Many important programmes were adopted for the 
eradication of poverty and unemployment. In the food grains production, 
the target of nearly 154 million tonnes was achieved. In this plan, the target 
of industrial production growth was 7 percent but the actual growth rate 
was 5.5 percent. The increase in the per capita income was nearly 3.1 
percent per annum. 
Seventh Five Year Plan (April 1,1985 to March 31,1990) 
The Seventh Five Year Plan began on April 1, 1985 and the term of 
this plan was up to March 31,1990. 
The target growth rate for the Seventh Plan was 5 percent per 
annum. However, during the Plan period, the actual growth rate of the 
national income was estimated to be 5.9 percent (on the prices of 1993-94) 
The growth rate of per capita income was 3.7 percent in some areas the 
growth rates, were lower than the targeted rates but in the main areas the 
absolute growth rate was satisfactory. 
Eighth Five Year Plan (April 1,1992 to March 31,1997) 
The Eighth Five Year Plan, which was supposed to be started from 
April 1, 1990, could not be started on scheduled time because of some 
political changes at the Centre during 1990-92. The annual growth rate in 
Eighth Plan was targeted to be 5.6 percent there was a total outlay of Rs. 7, 
98,000 crore, out of which an outlay of Rs. 434,100 crore was allotted for 
the public sector. The outlay for the Public sector included the new 
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investment of Rs. 361,000 crore and an amount of Rs. 731, 00 crore was 
allotted for current expenses. 
In the Eighth Plan projections, the average growth rate of population 
was estimated at 2.6 percent to 2.8 percent per annum. In plan proposals, it 
was estimated that in the first phase of the plan about 80-90 lakh 
additional employment opportunities and in second phase 90-100 lakh 
additional employment opportunities will be created. But in reality, 
during 1992-93,1993-94 and 1994-95 additional jobs created were 65.8 lakh 
50.2 lakh and 71.8 lakh respectively. The unemployment rate among 
male workers which was 5.54 percent in 1987-88 increased to the level of 
5.9 percent in 1993-94. This increase is certainly a major problem for the 
planners. 
Ninth Five Year Plan (April 1,1997 to March 31,2002 
From April 1, 1997 the Ninth Plan became operational and that too 
in such a time when not only in India but also in other countries of the 
world the spell of Socialism was broken and the market economy was well 
accepted by the world. 
The table 2.1 shows the performance of public sector undertakings 
between 2000-01 and 2004-05. 
Table-2.1 
Performance of Public Sector Enterprises over Five Year Plan 
Particulars 
No of operating enterprises 
PBDIT-EP 
PBITEP 
Net Profit 
Profit of profit making PSEs 
Profit making PSEs 
Loss Incurring PSEs 
Fin. Ratio-%PBIT-EP to 
2000-01 
234 
69287 
48767 
15653 
28494 
123 
110 
14.7 
2001-02 
231 
89550 
63190 
25978 
36432 
120 
109 
16.20 
2002-03 
226 
101691 
72539 
32344 
43316 
119 
105 
17.36 
2003-04 
230 
127396 
95120 
53084 
61606 
139 
89 
21.00 
2004-05 
227 
142606 
108491 
65429 
74432 
143 
73 
21.49 
39 
capital employed 
Sources: Public Sector Enterprises Survey, 2004-2005 
The table 2.1 highlights that Public Sector Enterprises have not only 
successfully charted a high growth path but also are making their presence 
felt globally. With a rate of return of investment of over 21 per cent, these 
corporations would make any economy proud. However, the competitive 
edge of the needs to be maintained only apex body of these enterprises is 
relentlessly working towards the objective of achieving a more conducive 
policy environment where as the Public Sector Enterprises have adequate 
empowerment to operate in a commercial and market oriented economy 
more successfully. 
Public Sector Enterprises have shown constant growth in their 
turnover, profitability and contribution to the national exchequer. During 
the year 2004-05 they performed spectacularly well by registering 
quantum jump in their productivity and profitability. They earned a return 
on investment of 21.49 percent in 2004-05 which was 15.9 percent a decade 
back. It is indeed a matter of pride that today India is keenly watched and 
eyed for its economic development and future potential growth by both 
the developed as well as developing countries. It is considered as an 
"emerging economic super power" and along with China, forms a 
formidable economic market. Its burgeoning middle class, who is currently 
estimated between 250-300 million people, offers tremendous growth and 
business opportunities to not only domestic but foreign companies too. 
According to the trends available. Public Sector Enterprises continued to 
show improving results during the year 2005-06. Half yearly results of 
2005-06 showed an increase in net profit to Rs. 27,212 crores as against Rs. 
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25,718 crores in the corresponding period of the year 2004-05 registering 
5.81 per cent increase. Their turnover has risen by 15.63 percent to Rs. 3, 
46,355 crores during April - September 2005 over the first half of 2004-05. 
Public Sector Enterprises after registering excellent performance are 
now making their presence felt in global market. Some performing Public 
Sector Enterprises are ranked highly in prestigious studies and surveys. 
Some Public Sector Enterprises are falling closely and this list is expanding 
very fast. For sick. Public Sector Enterprises it is appreciable that Board for 
Reconstruction of Public Sector Enterprises has recommended 34 cases for 
revival. While Goverrunent of India has taken some positive steps towards 
empowerment of Public Enterprises. The Public Sector Enterprises have 
performed commendably well during the year 2004-05 by registering 
quantum jump over 2003-04 in net profit (23.26 per cent); turnover (19.39 
per cent); foreign exchange earrungs (21.12 per cent); contribution to the 
national exchequer (24,22 per cent) and dividend (35.48 per cent). 
According to the Public Enterprises Survey 2004-05 released by the 
Government in India, their return on Investment is 21.49 per cent as 
against 21 per cent the in previous year and 15.9 per cent a decade back. 
Investment in Public Sector Enterprises 
The investment in Public Sector Enterprises has grown from Rs.29 
crore in 5 enterprises as on 1.4.1951 to Rs. 393057 crore in 239 enterprises as 
on 31.3.2006. The increase in investment during 2005-06 was Rs. 35118 
crore as compared to the figures of 2004-05 which is 9.81 per cent. The 
growth of investment in Public Sector Enterprises including enterprises 
under construction, over the years are given in Table 2.2 and graphically 
represented in Figure 2.a. 
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Table-2.2 
Pattern of Investment and number of public sector enterprises from 
April 1951 to March 2006 
Particulars 
At the commencement of the 1st Year Plan (1.4.1951) 
At the commencement of the 2nd Year Plan (1.4.1956) 
At the commencement of the 3rd Year Plan (1.4.1%1) 
At the end of the Five Year Plan (31.3.1966) 
At the commencement of the 4th Five Year Plan (1.4.1969) 
At the commencement of the 5th Five Year Plan (1.4.1974) 
At the end of the 5th Five Year Plan (31.3.1979) 
At the commencement of the 6th Five Year Plan (1.4.1980) 
At the commencement of the 7th Five Year Plan (1.4.1985) 
At the commencement of the 7th Five Year Plan (1.4.1985) 
At the end 7th Five Year Plan 
(31.3.1990) 
At the commencement of the 8th Five Year Plan (1.4.1992) 
At the end of 8th Five Year Plan (31.3.1997) 
At the end of 9th Five Year Plan 
As on 31.03.1998 
As on 31.3.2003 
As on 31.3.2004 
As on 31.3.2005 
As on 31.3.2006 
Total 
Invesment 
(Rs.in Crores) 
29 
81 
948 
2410 
3897 
6237 
15534 
18150 
42673 
42673 
99329 
135445 
213610 
231024 
335647 
349209 
357939 
393057 
Enterprises 
(Nos.) 
5 
21 
47 
73 
84 
122 
169 
179 
215 
215 
244 
246 
242 
240 
240 
242 
237 
239 
Source- Public sector during Plan Period 2005-06 
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Growth of Investment in Public Sector Enterprises 
Figure-2.a 
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Financial Performance of Public Sector Enterprises - A 
General Overview 
Profit maximization may not be the sole criterion to judge the 
performance of Public Sector Enterprises since they are guided by a variety 
of considerations in determining prices of their products particularly in 
social utility sector. However, profitability criteria are considered as an 
important parameter, and therefore, the researcher study the financial 
performance of Public Sector Enterprises. The financial performance of 
many public enterprises has been far from satisfactory, though the 
contribution of the public sector towards gross domestic production, 
employment generation, exports etc. has been commendable but the 
pertinent question, however, these contributions have been adequate when 
compared to massive investment that have gone into the Public Sector 
Undertakings and at what level of efficiency these enterprises are 
operating. Further to what extent these enterprises; particularly the 
monopolies have been customer friendly? 
Assessment of the financial performance of Public Sector Enterprise 
is rather difficult because of the multiple objectives they seek to pursue 
and because some objectives conflicts with one another eg. Profitability 
conflicts with employment generation or positive externalities. The scene 
in the entire public sector is very chilling. However as many 120 
enterprises have been earning surplus and these belong to mainly to 
petroleum, power, service sector and agrobased enterprises (See appendix 
-A), with half of the units incurring losses and with meager ROI (return on 
investment) of 4.47per cent (See appendix- B). Public Sector Enterprises 
seem to have no justification to exist. 
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Trend of Profitability of Public Sector Enterprises 
Trend of profitability of Public Sector Enterprises in 10 years from 
1991-92 to 2000 - 2001 is given in Table 2.3. As will be seen, the return on 
capital employed is quite low. This is largely because a large number of 
enterprises continue to make losses. 
Table -2.3 
Trend of profitability of Public Sector Enterprises from 1991 to 2001 
Particular 
No. of operating 
enterprises 
Capital employed 
Profit before dep, int 
&tax (PBDIT) 
Profit before 
int&tax(PBIT) 
Profit before Tax 
(PBT) 
Net profit (PAT) 
Financial ratios 
%ofPBrrtoCE 
% PBIT to CE 
% of Net profit to CE 
Source; Derived fror 
91-92 
237 
117991 
22224 
13676 
4003 
2356 
18.8 
11.6 
2.00 
n Publi* 
92-93 
239 
140110 
25227 
15957 
5076 
3271 
18.0 
11.4 
2.33 
: Enter] 
93-94 
240 
159836 
27707 
18556 
6655 
4545 
17.3 
11.6 
2.84 
arises S 
94-95 
241 
162451 
33384 
22630 
9768 
7187 
20.6 
13.9 
4.47 
urvey. 
95-96 
239 
173948 
40161 
27587 
13621 
9574 
23.1 
15.9 
5.68 
2000-20 
96-97 
236 
231178 
44457 
30915 
15378 
10186 
19.2 
13.4 
4.41 
01 
97-98 
236 
249855 
53062 
37206 
19216 
13582 
21.2 
14.9 
5.44 
98-99 
235 
265093 
56495 
39727 
19702 
13203 
21.3 
15.0 
4.98 
99-00 
232 
302867 
62212 
42270 
22037 
14331 
20.5 
14.0 
4.73 
2000-01 
234 
330649 
69288 
48768 
24966 
15653 
21.0 
14.7 
4.73 
The above table 2.3 shows that in 2000-2001, 122 enterprises made 
profit and 111 made losses during the year 2000-01. An analysis of the 122 
profit-making enterprises in 2000-2001, reveals that the top ten earned net 
profit of Rs 19,604 crore which is 68.80 per cent of Rs 28,492 crore of profit 
out of profit-making enterprises. The details of these enterprises along 
with their proportionate percentage in total profit is ONGC (26.67 per 
cent), NTPC (19.04), IOC (13.88 per cent), VSNL (9.07), MTNL (7.86 per 
cent), GAIL (5.74 per cent), HPCL (5.55 per cent). Nuclear Power 
44 
Corporation of India Ltd (4.21 per cent), BPCL (4.18 per cent) and Power 
Grid Corporation of India Ltd (3.79 per cent). It may be noted that the top 
10 profit-making enterprises are generally operating in monopoly 
environment. Five enterprises pertain to oil sector (ONGC, IOC, GAIL, 
HPCL, BPCL), two are in telecom sector (VSNL, MTNL), and three in 
power sector (NTPC, Nuclear Power Corporation, Power Grid 
Corporation). Profile of profit-making and loss-making enterprises over 
the years is given in Table 2.4. 
Table 2.4 
Profile of profit-making and loss-making enterprises 
Operating 
units (No) 
Net profit 
Profitable 
units (No) 
Profit of profit-
making PSEs 
Dividend 
Loss-making 
units (No) 
Loss of loss-
making PSEs 
FY91 
237 
2356 
133 
6079 
687 
102 
3723 
FY92 
239 
3271 
131 
7384 
792 
106 
4113 
FY93 
240 
4545 
121 
9768 
1028 
116 
5223 
FY94 
241 
7187 
130 
12070 
1436 
109 
4883 
FY95 
239 
9574 
132 
14763 
2205 
102 
5188 
FY96 
236 
10186 
129 
16125 
2836 
104 
5939 
FY97 
236 
13582 
134 
20279 
3609 
100 
6697 
FY98 
235 
13203 
126 
22508 
4932 
107 
9305 
FY99 
232 
14331 
126 
24633 
5455 
105 
10302 
FY2000 
234 
15653 
122 
28492 
8260 
111 
12839 
Sources: Derived from Public Enterprises Survey, 2000-2001 
Impressive Rise in Profit & Profitability 
The table indicates that he Public Sector Enterprises have recorded 
a net profit of Rs. 65,429 Crores as against Rs.53,084 Crores last year 
registering an increase of 23.26 per cent and Rs. 9,574 Crores a decade back 
i.e. an increase of 583.40 percent over 1995-96. Their profit before 
depreciation, interest, tax and extra ordinary items and prior period 
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adjustments has increased from Rs. 40,161 Crores in 1995-96 to Rs.l, 42,606 
Crores in 2004-05 thereby registering a rise of 255.08 percent. Profit before 
interest, tax and extra ordinary items and prior adjustments during last 
one decade has risen from Rs.27,587 Crores to Rs. 1,08,491 Crores, which 
works out to a 293.26 percent increase. The return on equity share capital 
was 52.65 percent in 2004-05 i.e. earning per share was 5.26 per share of Rs 
10/- which was Rs 4.46 in the previous year. 
Profitability in terms of 
PBDITEP, PBITEP & Net Pr 
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Fig-2.b 
Public Sector Enterprises have earned a return on investment i.e. 
Profit before interest, tax and extra ordinary items and prior period 
adjustments to capital employed of 21.49 percent from 15.9 percent a 
decade back. It was 21.00 percent in the previous year. The detailed 
analysis gives heartening picture of 16 loss making Public Sector 
Enterprises coming out of red reducing number to 73 from 89 last year. 
This is, as a result of efforts of Public Sector Enterprises as well as positive 
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policy and steps by the government. Enterprise-wise profitably reveals 
that 143 profit making enterprises earned a profit of Rs. 74,432 Crores 
compared to Rs. 61,606 Crores earned by 139 enterprises during the 
previous year. The profit of the profit making Public Sector Enterprises in 
2004-05 has risen more than five times since 1995-96. 
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Consistent Improvement in Turnover and Rise in Contribution to 
Central Exchequer 
Public Sector Enterprises have shown consistent growth in 
turnover/operating income which has increased to Rs.7,00,862 Crores in 
2004-05 from Rs.5,87,052 Crores in the previous year and Rs.2,26,919 
Crores a decade back, registering an increase of 19.39 per cent & 208.85 
per cent respectively. 
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Public Sector Enterprises have been making substantial contribution 
to augment the resources of Central Government through payment of 
dividend, interest, corporate tax, excise duty, customs duty and other 
duties thereby helping in mobilization of funds for financing the needs for 
planned development of the country. Their contribution to the Central 
Exchequer during the last two years 2003-04 and 2004-05 comes to a 
staggering amount of Rs. 1, 99,634.50 Crores which far exceeded the 
cumulative Central government investment by way of equity and loans of 
Rs.l, 34,766 Crores as on 31.3.05. During the year 2004-05 they increased 
contribution to Central Exchequer by Rs. 21,563.86 Crores which rose to 
Rs. 1,10,599.19 Crores. 
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The Wealth Creators and Foreign Exchanger Earners 
Internal resource generation of Public Sector Enterprises grew from 
Rs. 75,409 Crores the year 2003 to Rs. 83,854 Crores during 2004-05. Since 
1995-96, it totals to Rs. 4, 53,030 Crores which is more than thrice the 
cumulative investments made in Public Sector Enterprises over last five 
decades. 
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Public Enterprises also play a major role in easing balance of 
payment(s) position of our country by promoting import substitution and 
earning foreign exchange. During 2004-05 export earnings of PSEs 
increased to Rs. 42,264 Crores as compared to Rs. 34,894 Crores during 
2003. 
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Contribution to National Economy 
Public sector occupies a key position in the nation's economy in 
several sectors, specially in the production of coal, lignite, petroleum, basic 
metal, non-ferrous metal and fertilizers. Production of coal from public 
sector increased from a meager 12.61 million tonnes in 1968-69 to 358.88 
million tonnes in the year 2004-05. Likewise the share of public sector in 
crude oil, natural gas and refinery crude production was 87.34 percent, 
78.65 percent and 73.01 percent respectively. In case of finished steel its 
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production rose from 2.55 million tonnes in 1968-69 to 12.32 million tonnes 
in 2004-05, which accounted for 30.31 per cent of country's total 
production. 
The return on investment in public sector undertaking at least for 
the last two decades has been quite poor, and the public sector 
imdertakings have not been able to generate resources for development. 
The public sector undertaking Survey shows that between 1986-87 and 
1997-98, the central government owned public sector undertakings as a 
whole never earned the profits that exceeded 5 percent of total Sales or 6 
percent of capital employed. Thus the return earned by the Public Sector 
was significantly lower than the rate of return for a deposit of one year in 
commercial banks. Also the Public sector undertakings highest return on 
capital employed (6 percent) in 1995-96 and 1997-98 is at least 3 percent 
points below the interest paid by the Government on its borrowing. Thus, 
an adjusted for the effective interest rate, they had actually been giving 
negative return on Capital Besides, huge relief had to be given to the loss 
marking Public sector undertakings to help them survive. If the Central 
Government Undertakings have been presenting poor performance 
reasons can be found not at their door but elsewhere. The following 
reasons may be attributed to the constant failures of the public sector 
enterprises in India. 
Political Interference 
Political interference is a problem found by Public Sector 
Enterprises. Be it the location of the enterprises. Appointment of the chief 
executives or workers, or any other factors, interference by political leaders 
is coming in the way of effective functioning of government imdertaking. 
But it is not only the politicians who interfere. A Public Sector Enterprise is 
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subject to multiple masters (interference) the ministers, the secretary in 
charge of the ministry; the Finance Ministry, the bureau of public 
enterprises, public investment Board, panning commission and their 
contradictory directives. 
High Cost of Delay 
Cost overruns are a drag on any economy, but specially so in a 
developing economy such as India, where capital is scarce and 
development needs are prioritized. Through cost escalation and project 
delays are not unknown in the private sector, the base fact is that the 
commanding heights of is such tardy practices are the preserve of the 
public sector, as revealed in the study. Though the issuance of such reports 
is an annual exercise, the only glimmer of hope this time around is that the 
incidence of such wasteful expenditure may decline in future. This may 
happen not because one can expect better managerial practices from the 
Public Sector Undertakings behemoths, but because private enterprise has 
been allowed an entry in many of the sectors hitherto the domain of public 
sector. Some will argue that a private enterprise is not much better. 
Perhaps, but it at least recognizes the value of money. 
Fear of Scam 
The all pervasive fear of the investigating agencies in the wake of 
scams involving senior public sector banks officials has deterred many 
Public Sector Enterprises executive from using their discretion in making 
vital commercial decisions at a time when the market is a becoming 
increasingly competitive. Where budgetary support was withdrawn to the 
Public Sector Enterprises, they were asked to compete in the market 
competition implies risk taking. No public Sector Enterprises' executive is 
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prepared to take risk. 
Headless Plants 
There has been considerable delay in filling vacant positions at the 
top of the Public Sector Enterprises. Many undertakings, therefore, remain 
vacant without chief executives for months. The following table gives us 
an example. 
Table 2.5 
Public Sector Enterprises' vacancies at the top 
Units 
State Trading Corp, 
National Airport Authority 
Indian Airlines 
National Hydroelectric Power Corp, 
State Farms Corp, 
Indian Oil Corp 
As Authority of India Ltd. 
Turnovers 
(Rs.Crore) 
1043 
293 
1500 
250 
24 
24000 
3500 
Headless for 
months 
5 
2 
10 
18000 
17 
9 
27 
(Source Business World, Feb-23,1994) 
Beside these there are also reasons for poor performance of Public 
Sector Enterprise reasons which are triggered by management failure. It is 
pertinent to recollect some of them, which can be studied in the following 
points: 
A. Ineffective Management: Management of Central Government Public 
Sector Enterprise is generally ineffective. This is so because 
(i) Bureaucrats, with neither leadership qualities nor business acumen 
are made chief executives, 
(ii) Executives are not allowed to make decisions purely on conunercial 
consideration and 
(iii) There is considerable delay in appointing executives & even after 
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appointment, there in the uncertainty of tenure. 
B. Huge Inventories: Stock piling of inventories speaks volume about 
inefficiency of management. SAIL carries a large inventory of over a 
million tonnes worth about Rs. 1500 crore. The Visakhapatnam Steel plant 
of Rashtriya Ispact Nigam Ltd. Also has similar inventory. As many as 73 
Public Sector Enterprise carry inventory equal to 7 month cost of 
production; in the Private Sector the corresponding figure is 3 months. 
C. Trade Unionism; Many of the Public Sector Enterprise is plagued with 
the multiplicity of trade unions and intra- union and interunion rivalries. 
Unionrivalries result in industrial dispute. Singareni Collieries must be 
remembered in this content. The company has 87000 employees on its pay 
roll. In 1993 its 19 trade unions were on strike 460 times resulting in a loss 
of 14-lakh-man days and production loss of 15 lakhs tonnes. The sad part 
of the story is that one union or the other is always on strike and often 
the demands of rival unions are conflicting on the same issue. 
D. Unimaginative Production & Unfavoiu-able Pricing Policies: The 
product by many public sector enterprises is unrelated to market demand. 
Yet products are being sold because their producers enjoy virtual steel 
instead of the thinner variety which the buyers want. Only now SAIL has 
changed its production pattern. Another instance of unimaginative 
production policy in the Surgical Instrument Plant set up near Chennai. 
For long time, this unit could not work well because many of the 
instruments produced were too big to be used by Indians, the sizes were 
appropriate for Russians who are much bigger made. 
E. UNUTILISED CAPACITIES: Many Public Sector Enterprises have 
excess plant capacities, costs will be adversely affected because of 
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overheads and wage bills. A study concluded in 1981 found that over the 
previous 20 years, each rupee of additional annual output had necessitated 
7.4 rupees if the public sector was producing goods but only 3.6 rupees if 
the private sector did it. During 1990- 91, 46 per cent of the units recorded 
capacity utilization of less than 75 per cent whereas 54 per cent units 
registered capacity utilization of more than75 per cent. 
Table 2.6 
Table showing capacity utilization of Public Sector Enterprises 
Year 
Units under provided surveyed 
a) Units recording capacity utilization 
of more than 75% 
b)Units where capacity utilization has 
been between 50-75% 
c)Unit where capacity utilization was 
less than 50% 
1990-91 
229 
123 
(54%) 
59 
(26%) 
47 
(20%) 
1989-90 
257 
136 
(53%) 
58 
(23%) 
63 
(24%) 
1988-89 
219 
126 
(60%) 
43 
(20%) 
43 
(20%) 
(Sources Essentials of Business environment, Himalaya publication by K aswathappa Ed 
2000 pg 261) 
F. Others: Wrong choice of locations, uncertainty of financial allocation, 
poor quality products, high cost, higher social cost and nepotism and 
corruption have also contributed to the low performance of Public Sector 
Enterprises. 
At workers level, absence of right attitude is the main problem. It is 
unfortunate that a majority of employees have taken the public Sector 
Enterprise as a milch cow meant for squeezing, little realizing that the cow 
must be fed well if it is to hold sufficient milk. 
In the recent past, the government withdrew budgetary support. 
Infact, the ushering in of competition in sphere hitherto reserved for the 
public sector happened simultaneously with the abrupt withdrawal of 
budgetary support. Yet the Government was rather slow in phasing out 
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the market distorting administered price mechanism. Left to fend for 
themselves in the face of mounting competition from Multi National 
Corporations with deep pockets lean structure and predatory practices, 
many public sector enterprises find themselves at the crossroads today. 
Steps Taken to Improve the Performance of Public Sector 
Undertakings 
How to improve the performance of the Public Sector undertakings 
in terms of profit is a big question, as it the profits that mat:^rs and it is 
here that the performance of Public Sector Undertakings have been 
thoroughly disappointing. There are instance where sick units have been 
turned around and made profitable units because of effective 
management one example is the Domodar Valley Corporation that 
increased its plant load factor by 50 percent in just one year after its 
management was changed, another is the Hindustan Photo Films and Bum 
and Standard which lost a rupee for every three rupee of sale break even in 
four years under the new management and the Bharat Heavy Plate and 
Vessels which never had made profits after the plant was commissioned, 
break even in just one year after a new chief executive was brought in. 
A number of suggestions have been made and steps initiated to 
improve the performance of the public Sector Undertakings. 
The Arjun Sen Gupta Report and the Report of the Economic 
Advisory Council on the Public Sector suggested many ways for 
improving the autonomy and accountability of these undertakings. The 
main theme of these reports is that the government should distance itself 
from the public sector and there must be balance between autonomy and 
accountability. 
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Forming holding companies for groups of public sector enterprises 
and entrusting the management of those enterprises to apex organizations 
is another suggestion to improve the efficiency and performance of Public 
Sector Undertakings, but the Governments job should be restricted to 
appointment of key pasts, set targets for them and leave the management 
to holding companies. 
Another suggestion is that the chronologically loss making units 
must be allowed to die a natural death like Bharat Gold Mines and 
Scooters India Ltd. It is also suggested that the Public Sector Undertakings 
must be allowed in areas where they enjoy a competitive edge over others, 
and therefore it is needless to say that soaps, hotels, and automobiles are 
not the areas meant for the public sector. In order to improve the 
performance of the public sector, the government took some policy 
initiative. They may be stated as under: 
1. Restructuring of Public Sector Enterprises 
2. Purchase Preference Policy 
3. Memorandum of Undertaking 
4. Disinvestment policy 
1. Restructuring in Central Public Sector Enterprises 
1. Sickness in central Public Sector Undertakings is continuing for 
some years. As on 31.3.2000 there were 232 operating Central Public 
Sector Undertakings of which loss making Public Sector 
Undertakings were 106. However as on 31.6.2001, 66 industrial 
Central Public Sector Undertakings whose net worth had become 
negative were registered with the BIFR of these, 34 were the units 
which were taken over by the Government from the private sector in 
the past to safe guard the interest of the workers involved. 
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In general, the problems faced by sick and loss making Public Sector 
Undertakings include resource crunch, erosion of net-worth due to 
continuous losses incurred by the Public Sector Undertakings, 
reluctance of financial institutions to provide funds for revival of 
Public Sector Undertakings, heavy interest burden, non-availability 
of raw materials, old and obsolete plant and machinery, outdated 
technology, low capacity utilization, excess manpower, reduction in 
import duties, stiff competition, weak marketing strategy, etc. 
Under the present arrangements. Board for Industrial & Financial 
Reconstruction (BIFR) decides the viability and sanctions 
rehabilitation plans for revival of sick industrial Public Sector 
Undertakings under the provisions of Sick Industrial Companies 
Act. For other Central Public Sector Undertakings, the concerned 
administrative Ministries/ Departments explore various options for 
restructuring of the enterprise Ministries controlling the Central 
Public Sector Undertakings also take various measures for evolving 
strategies for turn- around sick/ loss making Central Public Sector 
Undertakings, which have the potential to get revived. However, in 
all cases. Interests of the workers are protected. 
BIFR while finalizing any revival plan takes consent of all the parties 
concerned. Finalization of the scheme rests on mutual agreement of 
the parties involved like. Central Government, State Goverrunent, 
Financial Institutions/ Banks, Management and workers of the 
Central Public Sector Undertakings concerned etc. However, once 
the scheme and related issues are observed during the process of 
monitoring. If considered necessary, the BIRF modifies the 
sanctioned scheme. However, if such modification fails to bring the 
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desired result, the scheme is declared as 'failed' and the case is 
'reopened'. 
Status of sick Central Public Sector Undertakings with BIFR as on 
30.06.2001 is given below: 
Table 2.7 
Sick Central Public Sector Undertakings 
(i) 
(ii) 
(iii) 
(iv) 
(V) 
(vi) 
(vii) 
(viii) 
Under Inquiry 
Draft scheme circulated 
Revival scheme sanctioned 
Failed and reopened 
Winding up notice issued 
Winding up recommended 
Dismissed as non maintainable 
Declared no longer sick 
Total 
12 
4 
13 
6 
15 
12 
2 
2 
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Source - Complied from various web site 
Sick/ loss making enterprises are generally having obsolete plant 
and machinery and face reluctance of the State Governments and 
Financial Institutions to come forward for with concessions/ relief's 
or support for working capital etc. 
It has been the constant endeavour of the Government to extent all 
possible support, subject to availability of resources, for revival of 
public enterprises. The Government has been making consistent 
efforts to improve the functioning of public Sector Enterprises, 
prevent sickness and to rehabilitate those that are sick and capable 
of being revived. Enterprises specific measures are taken by the 
Government to check the losses and to restructure/ rehabilitate the 
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Public Sector Undertakings, wherever feasible. Some of the general 
steps taken by the Government include professionalisation of the 
public sector undertaking Boards, periodic performance review 
meetings by the administrative Ministries, reduction of surplus 
manpower through VRS, technology up gradation, organizational 
and capital restructuring including joint venture etc. 
8. Government's strategy towards public enterprises has been to 
encompass a judicious mix of strengthening strategic units, 
privatizing non-strategic ones through gradual disinvestment or 
strategic sale and devising viable rehabilitation strategies for weak 
units. The main elements of Government's policy towards public 
sector, as indicated in the Union Budget of 2000-01 are: 
• Restructure and review potentially viable Public Sector 
Undertakings, 
• Close down Public Sector Undertakings which cannot be revived, 
• Bring down Government equity in all non-strategic Public Sector 
Undertakings to 26 per cent or lower, if necessary; and 
• Fully protect the interests of workers. 
Government has been consistently providing budgetary support to 
the Public Sector Undertakings in the form of Plan as well as Non-Plan 
assistance, which are generally for loss making enterprises. For profit 
making Central Public Sector Undertakings the emphasis is on generation 
of more internal resources and lesser dependency on Government support. 
In line with above policy. Public Sector Undertakings are enhancing their 
internal resources and only need based budgetary supports are provided. 
The Table 2.8 shows the restructuring of public sector undertakings. 
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Table-2.8 
Restructuring of Public Sector Undertakings 
No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
PSE 
Haldia Fertiliser 
Pradeep 
Phosphates Ltd. 
EPLL 
Hindustan Paper 
corp Ltd. 
HMT 
NEPA 
Praga Tools Ltd. 
Scooters Ind Ltd 
Triveni 
Structural 
Tungbhadra Steel 
Hindustan Copp. 
Heavy Eng Corp. 
Bharat Refract. 
Hindustan cables 
HuShi. 
Hind.Steel Wor. 
Indian Drug 
Pharma Ltd. 
Instrument 
Jessop& Co. 
Min & Allied 
Mach. Corp. 
Rashtriya Ispat 
Nigam 
Total 
No. of 
restructuring 
attempts made 
for revival 
Project never 
got 
commissioned 
1994,2000,2001 
1994,1996 
2000 
1999 
1999 
1996 
1977&1986 
1986 
1998 
1972,75,81, 
89,97,99 
Two revival 
packages 
approved(July 
96&99) 
Jan. 99 
Two attep 
since 1995 
1997-99 
1993-2002 
Referred to 
BIFRin93 
1986,1997,2002 
(1973,76,1980,8 
0) 
July 93 & May 
98 
Approx.amount 
of waiver/ 
fresh funds 
infused* 
1040.49 
568.72 
901.44 
136. 68 
347.09 
72.15 
81.06 
661.8 
117.74 
1986 
762.16 
1640. 34 
61.64 
432. 78 
470.9 
1469.96 
630.58 
133. 98 
466 
134.5 
4509.79 
15077.67 
Paid up 
Capital 
520.9 
432.65 
8 
691.41 
130.5 
65.06 
15.73 
38.38 
21.02 
7.09 
531. 61 
448.12 
103.9 
411.41 
96.81 
20 
116. 88 
24.05 
49.11 
39.19 
7827.32 
11599.19 
Net 
worth 
(31.3.00) 
1.15 
-806.52 
102. 28 
24.1 
-18.8 
-148. 88 
40.08 
- 99. 59 
7.47 
5.53 
- 695. 07 
-66.19 
- 93.03 
-969. 58 
- 414. 43 
-1095.72 
-26.76 
-211.2 
-1060 
3197.97 
-2327.19 
P.&LA/c 
Accumulated 
Losses 
(31.3.00) 
-431. 5 
-873.99 
-595 
-301.93 
-124. 3 
-185. 05 
NA 
-120. 61 
-2.11 
- 342.6 
-1152.4 
-169.06 
- 559.74 
-1071.4 
-531.5 
-1425.2 
-101.3 
-302.41 
-1053.8 
- 4615.5 
-13959.57 
Source -BIFR, CGA Report, administrative ministry of the PSU concerned 
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Some of the general strategies for restructurmg of Public Sector 
Undertakings includes sick units on long terms basis that include: 
i. Financial restructuring wherever appropriate; the investment in the 
form of equity participation, loan , non-plan assistance or through 
the revival packages which involve sustainable outgo from 
Government or write off of past losses and infusion of fresh capital. 
Every effort is being taken to ensure that these inputs are made in 
time and in adequate measures so that loss making enterprises can 
turn around and occupy their due position in the economy, 
ii. Formation of joint ventures by induction of partners capable of 
providing technical, financial and marketing inputs; and Manpower 
rationalization through approved Voluntary Retirement/ Separation 
Scheme. 
2. Purchase Preference Policy 
Government on 4* September, 2000 decided to extend the purchase 
Preference Policy for Products and Services of central Public sector 
Undertakings for two years i.e. up to 31.3.2002. 
This policy provides purchase preference in supply of goods and 
services to the Government Departments and other Public Sector 
Enterprises if the price quoted by the supplying Public Sector Enterprises 
was within 10 per cent of the lowest valid bid price, other things being 
equal. However, in order to secure the order the Public Sector Enterprises 
are required to match the lowest bid price for supply goods. In view of the 
requests received from various agencies, the minimum value of purchase 
was reduced to Rs. 1 crores from Rs. 5 crores. The provisions relating to 
purchase preference should be specified in the 'Notice inviting Tender' 
(NIT) in each case. It was also decided that the public enterprises which 
61 
avail benefits of the purchase preference should be subject to adequate 
penalties for cost over-runs etc. 
During 1997-98 to 1999-2000 as per the ir\formation available with 
this Department, 22 Central Public Sector Undertakings had awarded 
contracts to other Public Sector Undertakings under the purchase 
Preference policy which had benefited about 51 Public sector Undertakings 
in securing orders from the sister public sector imdertakings. 
3. Memorandum of Undertaking 
The memorandum of undertaking is supposed to be a freely 
negotiated document between the government, acting as the owner of 
public Sector Enterprises and a specific public sector enterprise. Secondly 
it should clearly specify the intentions, obligations and mutual 
responsibilities of both parties to the Memorandum of Undertaking 
(MOU). 
If either of the above two conditions is violated, the effectiveness of 
the MOU as an instrument of performance improvement is bound to be 
affected. Further, MOU makes an attempt to move the management of 
Public Sector Enterprises from management by controls and procedures to 
management by Results and objectives. Another way of saying the same 
thing is that MOU makes an attempt to move the management of Public 
sector Enterprises from reliance on ex-ante controls to a system of ex-post 
controls. 
4. Disinvestment Policy 
The policy of the Government on disinvestment has evolved during 
the last decade. Disinvestment in public sector undertakings was first done 
during the year 1991-92. Thereafter, Government has been disinvesting its 
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equity holdings in public sector undertakings in a planned way by setting 
up the disinvestment target in the annual plan budget. The present policy 
of the Government is to generally reduce its stake in the non-strategic 
Public Sector Enterprises to 26 per cent (or below, if necessary). 
Government will retain its majority holding in strategic Public Sector 
Undertakings. 
Disinvestment proceed are to be utilized for providing restructuring 
assistance to Public Sector Undertakings, safety net to workers, reduction 
of debt burden and additional budgetary support for the Plan, primarily in 
the social and infrastructure sectors. 
Conclusion 
The public sector came quickly to have a large presence in post 
independent India, partly for ideological reasons such as the pursuit of a 
socialistic society but also because this meshed well with the model of 
growth based on heavy industry that India chose to adopt. While a lively 
private sector had developed under British rule with competence in 
manufacturing, it was perceived as incapable of making the sort of 
investments required for heavy industry. Considerations of sovereignty 
also weighed heavily with Prime Minister Nehru in his choice of public 
sector as the primary vehicle for India's industrialization. Private capital 
would include foreign capital, and with the associations of private capital 
with imperialism being as strong as they were at the time, foreign capital 
was viewed with suspicion. The public sector helped to establish a 
diversified industrial base but one that was perceived to be inefficient in 
the import-substituting, high cost economy of the initial decades after 
independence. By the 1980s, as Public Sector Undertakings began to 
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impose strains on the exchequer, there was a clearly perceived need to 
improve efficiency in PSUs. There followed several attempts at PSUs 
reform: the institution of Memorandum of Undertaking in the late 1980s, 
exposing PSUs to competition and disinvestment through the 1090s and a 
push for autonomy in the late 1990s. The attempts at PSU reform gave way 
to a focus a strategic sale or the transfer of control to private owners from 
2000 onwards. In recent years, privation policy has shown a disregard for 
what deregulation disinvestment and a measure of autonomy have 
contributed towards improved performance. The thrust towards strategic 
sales seemed to acquire a momentum of its own but has been checked in 
recent month by concern about the electoral implications of handing over 
to the private sector high profile firms such as oil refineries. 
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6^hapter ^Uhree 
Chapter-iii 
Disinvestment in Public Sector Undertakings: A 
Conceptual framework 
In the second chapter the performance and working of public sector 
enterprises in India has been analyzed. The study of public sector 
enterprises shows that in spite of the best possible efforts on the part of 
government the public sector enterprises could not achieve the desired 
goals for which they were established. Therefore, in order to make the 
public sector enterprises viable units the government of India introduced 
the policy of disinvestment in the year 1992. However the present chapter 
is an attempt to examine the various issues and reasons related with poor 
performance of Public Sector Enterprises and implementation of 
disinvestment policy in India. 
Introduction 
Most of the losses of Public Sector Undertakings are cash losses and 
occurred in most industries of manufacturing & service sectors excluding a 
few industrial units like petroleum and telecommunication and transaction 
on commercial lines. The loss making situation in Public Sector Enterprises 
stresses the need to reform and restructure the existing setup. Under 
restructuring progranune, Public Sector Undertakings having comparative 
advantage those, which are making profits, will have to be strengthened 
and supported by government. The programme recommends to 
rehabilitate sick and under performing Public Sector Undertakings 
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through various options including handing over management to 
professional / private / cooperative groups. 
The New Economic Policy initiated in July 1991, clearly indicated 
that the public sector enterprises have shown a very negative rate of return 
on capital employed. On account of this phenomenon many public sector 
enterprises have become more a burden than an asset to goverrunent. The 
economic policy comprises various policy measures and changes. The 
objective of such policy is "to improve the efficiency of the system". 
In this direction the reforms to improve the public enterprises 
performance have been recognized, appreciated and identified. To provide 
a solution to the problems of public sector the government has decided to 
adopt a new approach that is Disinvestments Policy. The disinvestments 
policy is gaining a lot of significance. The Government of India and the 
State Governments have seriously perceiving the policy of disinvestments 
to lessen the burden of financing public enterprises. It has also become 
increasingly evident that to maximize choice before the consumers, all 
bureaucratic schedule and control over business activities should be 
removed. Private entrepreneurship is to be encouraged to face competition 
for optimal utilization of capital and resources leading to greater consumer 
choice and enhanced efficiency of production and service. However the 
issue before the government is 'Why to Private' and 'How to Private'. 
Meaning of Disinvestment 
The term Disinvestment has different meaning/or nomenclature in 
different countries like private sector, prioritization, industrial transaction, 
disincorporations, transformation and restructuring etc. the word 
disinvestment and privatization are often used inter changeably. However, 
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disinvestment leads to privatization when the government held equity is 
reduced to a level when the company no longer remains a Government 
company. 
The transfer of ownership may occur when in an enterprise the 
dilution of Government ownership is beyond 51 percent. The 
disinvestment implies that the Government will sell to public or private 
enterprises/ public institutes' part of its holding in public sector 
enterprises. 
The objectives of disinvestments 
The primary goal of disinvestment of public sector undertakings has 
been to move away from controlling, managing and running "non-
strategic enterprises". Beside, the following are the broad objective of 
disinvestment of public sector undertakings in India. 
• Releasing the large amount of public resources locked up in non 
strategic public sector enterprises for redeployment in areas that are 
much higher on social priority, such as public health, family welfare, 
primary education and social and essential infrastructure. 
• Stemming further outflow of these scarce public resources for 
sustaining the unviable non-strategic public sector enterprises 
• Reducing the public debt that is threatening to assume 
unmanageable proportions. 
• Transferring the commercial risk to which the taxpayer money 
locked up in the public sector is exposed to the private sector 
wherever the private sector is willing and able to step in the money, 
and is exposed to an entirely avoidable and needless risk in most 
cases. 
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• Releasing other tangible and intangible resources, such as large 
manpower currently locked up in managing the public sector 
enterprises and their time and energy for redeployment in high 
priority social sectors that are short of such resources. 
As a part of the economic reforms, the public sector reforms are also 
initiated to improve their efficiency and productivity. In this direction 
disinvestment are gaining attentions of the government. The New 
Industrial policy provides that, "In order to raise resources and encourage 
wide public participation, a part of the government share holding in the 
public sector, would be offered to mutual funds, financial institutions, 
general public and employees. This is a process for disinvestments in the 
public sector enterprises. 
The Need for Disinvestment 
There are basically two main reasons in support of disinvestments, 
(i) One is to provide fiscal support. In the light of performance of 
Public Sector Enterprises, it is felt by policy makers that 
disinvestment of Public Sector Enterprises is the need of hour, 
(ii) However, the other is to improve the overall efficiency of the Public 
Sector Enterprise. The other argument in support to improve the 
efficiency of public sector enterprises through disinvestment is the 
contribution that it can make to improve the performance of the 
working of them. 
Goal of the Disinvestment 
The Goal of the disinvestment are clearly identified and classified 
into short term. Disinvestment may be undertaken to reduce or mitigate 
fiscal deficit, bring about a measure of economic stabilization or to 
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improve efficiency in public enterprises through structural adjustments. It 
is in this context the public enterprises have been demanding that a part of 
the disinvestments process should be allowed to retain by public 
enterprises in order to; 
(i) Help them upgrade their technology to become competitive. 
(ii) Build competence and strengthen then their Research & 
Development, 
(iii) Rationalize and retrain their work force, 
(iv) Initiate diversification and expansion programmes. 
In the present era of globalization, disinvestment could provide the 
stimulus to some robust public enterprises to grow and become truly 
global corporations. 
Disinvestment Policy 
The policy of the government on disinvestments has evolved over a 
period. It can be briefly stated in the chronological order as:-
A- Chandrashekhar Government Policy (1991-92) was to divert up to 20 
per cent of the government equity in selected Public Sector Enterprises in 
favour of public sector institutional investors. The objective of the policy 
was to broad-base equity improve management, enhance availability of 
resources for these Public Sector Enterprises and yield resources for the 
exchequer. 
B-Industrial Policy Statement of 24th July 1991 stated that the Government 
would divert part of government holding in selected Public Sector 
Enterprises but did not place any cap on the extent of disinvestment. Nor 
did it restrict disinvestment in favor of any particular class of investors. 
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The objective of disinvestment was to provide further market disciple to 
the performance of public sector enterprises. 
C-Budget Speech of congress goverrunent (1991-92) pronouncements the 
cap of 20 per cent for disinvestments was reinstated and the eligible 
investors. Universe was again modified to consist of mutual funds & 
investment institutions in the public sector and the workers in these firms. 
The objective to raise resources, encourage wider public participation and 
promote greater accountability. 
D- The Rangarajan Committee (April 1993) recommendation emphasized 
the need for substantial disinvestments. It stated that the percentage of 
equity to be diverted could be up to 49 per cent for industries explicitly 
reserved for the public sector. It recommended that in exceptional cases, 
such as the enterprises, which had to be maintained for strategic reason the 
target public ownership level could be kept at 26 per cent that is 
disinvestments could take place to the extent of 74 per cent. In all other 
cases, it recommended 100 per cent disinvestments of government stake. 
Holding 51 per cent or more equity by the government was recommended 
only for six scheduled industries namely. 
i. Coal and lignite 
ii. Mineral Oils 
iii. Arms, Ammunition and Defense equipment. 
iv. Atomic energy 
V. Radioactive minerals 
vi. Railway transport 
E- The Common Minimum Programme of the United Front Government: 
1996. The highlights of the policy formulated by the United Front 
government were, as follow: 
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• To carefully examine the public sector non core strategic areas. 
• To setup a Disinvestment Commission for advising on the 
disinvestments related matters. 
• To take and implement decisions to disinvest in a transparent 
manner. 
• Job security opportunities for retraining and redeployment to be 
assured. 
• No disinvestments objective was however mentioned in the policy 
statement. 
F. Disinvestment Commission Recommendations of February 1997-
October 1999 pursuant to the above policy of the United Front 
Government, Disinvestment Commission was setup in 1996. By August 
1999 it made recommendations on 58 Public Sector Enterprises. The 
Recorrunendations indicated a shift from public offering to strategic/ trade 
sales with transfer of management. 
Mode of disinvestments recommended No. of companies 
A- Involving change in ownership/management 
1. Strategic sale 31 
2. Trade sale 8 
3. Employee buy out/strategic sale 2 
B- Involving no change in ownership/ 
management offer of shares 5 
C- No change (Disinvestment deferred) 8 
D- Closure/ sale of assets 4 
Grand Total 58 
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G-Budget Speech of 1998-99 pronouncement, the new Government decided 
to bring down Government shareholding in the Public Sector 
Undertakings to 26 per cent in the generality of cases (Thus facilitating 
ownership changes as was recommended by the Disinvestment 
Commission). It however stated that the Government would retain 
majority holdings in Public Sector Enterprises involving strategic 
considerations and that the interests of the workers would be protected in 
all cases. 
H- Budget Speech of 1999-2000 was to strengthen strategic Public Sector 
Undertakings, privatize non-strategic Public Sector Undertakings through 
gradual disinvestments or strategic sale and devise viable rehabilitation 
strategies for weak units. One highlight of the policy was that the 
expression 'privatization' was used for the first time. 
Strategic & Non Strategic Classification 
On 16th March 1999 for the purpose of disinvestments Government 
classified the Public Sector Undertakings into strategic and non strategic. It 
was decided that the strategic public sector enterprises would be those in 
the Ares of: 
• Arms and Ammunitions and the allied items of the defense 
equipments, defense aircrafts and warships. 
• Atomic energy (except it's the areas related to the generation of 
nuclear power and applications of radiation and radio-isotopes to 
agriculture, medicine and non-Strategic industries) 
• Railway transport 
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All other public sector enterprises were to be considered non-
strategic. For the non-strategic public sector enterprises it was decided that 
the reduction of Government stake to 26 percent would not be automatic 
and the manner and pace of doing so would be worked out on a case to 
case basis. It was also decided that a decision in regard to the percentage of 
disinvestments i.e. Government stake going gown to less than 51 per cent 
to 26 per cent would be taken on the following considerations: 
(i) Whether the industrial sector requires the presence of the public 
sector as a countervailing force to prevent concentration of power in 
private hand. 
(ii) Whether the industrial sector requires a proper regulatory 
mechanism to protect the consumer interests b^o»a«pT j^3lk; sector 
enterprises are privatized. 
I- Budget Speech of 2000-2001, regarding disinvestment policy for Jhe&rst 
time the government made the statement that it was prepslfelX^xfy^^ce its 
stake in the non-strategic Public Sector Enterprises even below 26 per cent 
if necessary that there would be increasing emphasis on strategic sales and 
the entire proceeds from disinvestments would be deployed in social 
sector, restructure of Public Sector Enterprises and retirement of public 
debt. Its main elements are: 
> Restructure and revive potentially viable Public Sector Undertakings; 
> Close down Public Sector Undertakings which cannot be revived; 
> Bring down Government equity in all non-strategic Public Sector 
> Undertakings to 26 per cent or lower, if necessary; and 
> Fully protect the interests of workers. 
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J- Budget Speech 2001-2002, as main emphasis was to use the proceeds for 
providing restructuring assistance to Public Sector Undertakings, Safety 
net to workers. Reduction to debt burden. Additional budgetary support 
for the plan, primarily in the social and infrastructure sectors. 
Suo -Moto Statement of Shri Arun Shourie Minister of 
Disinvestment made in both Houses of Parliament on 9th December 2002. 
The main objective of disinvestments is to put national resources and 
assets to optimal use and in particular to unleash the productive potential 
inherent in our public sector enterprises. The policy of disinvestments 
specifically aims at: -
> Modernization and up gradation of public sector enterprises, 
> Creation of new assets, 
> Generating of employment, 
> Retiring of public debt. 
Government would continue to ensure that disinvestment does not 
result in alienation of national assets, which through the process of 
disinvestments remain where they are. It will also ensure that 
disinvestment does not result in private monopolies. 
K- Budget Speech of 2003-04, regarding disinvestment policy, following 
points were considered: 
• The pace of disinvestments show accelerated in the coming year. 
• Details about the already announced Disinvestment Fund and Assets 
Management Company to hold residual shares post disinvestments 
shall be finalized early in 2003-04. 
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• In January 2003, the government decided to offer for sale 35.2 per cent 
of its equity in BPCL. In June 2003, it decided to go for offers for sale 
in the domestic market of its residual equity in five disinvested Public 
Sector Undertakings (VSNL, BALCO, IBP Ltd., IPCL and CMC). In 
July 2003, it decided to offer 20 per cent of its equity in Dredging 
Corporation of India in the domestic market. In December 2003 the 
government also decided to offer for sale up to 10 per cent of it equity 
in ONGC and GAIL in the domestic market. 
New Disinvestment Commission 
As the term of the first Disinvestment commission expired in the 
year 1999 a new disinvestment commission was constituted in the month 
of July 2001 on the same 'Terms of Reference' as were modified for the 
pervious commission. 
Terms of Reference 
The terms of reference were as follow: 
i. It shall be an advisory body and its role and function would be to 
advice the government on Disinvestment in those public sector units 
that are referred to it by the government, 
ii. It shall also advise the government on any other matter relating to 
disinvestment as may specially be referred to it by the government 
and also carry out any such other activities relating to 
disinvestments as may be assigned to it by the govermnent. In 
making its recommendations, it will also take in to consideration the 
interest of workers, employees and other stakeholder in the public 
sector unit (s). 
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iii. The final decision on the recommendations of the Disinvestment 
Commission will vest with the Government. 
• Reference of all Non-Strategic Public Sector Enterprises including 
their subsidiaries of Disinvestment Commission. 
• The Government decided to refer to the Disinvestment Commission 
"non-strategic" Public Sector Enterprises (PSEs) including their 
subsidiaries, excluding IOC, ONGC & GAIL. Since such Public 
Sector Enterprises would be quite large in number the commission 
would prioritize the cases and make recommendations to the 
Government. 
• The Disinvestment Commission had given its recommendation on 
41 Public Sector Enterprises including review reports on 4 Public 
Sector Enterprises already studied by the earlier Commission. Out of 
which 20 reports were submitted in the year 2003-04. The table 3.1 
shows tfie report of disinvestment commission. 
TabIe-3.1 
Report of Disinvestment Commission recommendations of 
Public Sector Undertakings 
Report No. 
No.Xlll 
No.XlV 
Month 
Jan 2002 
Sept.2002 
Name of the PSUs 
Neyveli Lignite Corporation Ltd. (Review) 
Ore (India) 
Manganese Ltd. (Review) 
Rail India Technical & Economic Service Ltd. 
(Review) 
Projects & Equipment Corporation Ltd. 
(Review) 
IRCON International Ltd 
Central Inland Water Transport Corporation 
Ltd. 
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No. XV 
No.XVl 
No.XVll 
No.XVlll 
No.XlX 
No. XX 
No.XXl 
No.XXll 
Nov.2002 
Dec.2002 
Jan.2003 
Mar.2003 
Aprial.2003 
May.2003 
July.2003 
Sep.2003 
Cochin Shipyard Ltd. 
Hindustan Shipyard Ltd. 
Dredging Corporation of India Ltd. 
National Projects Construction Corporation 
Ltd. 
Semiconductor Complex Ltd. 
Telecommunication Consultants India Ltd. 
Cotton Corporation of India Ltd. 
India Medicines Pharmaceuticals Ltd. 
Jute Corporation of India Ltd. 
National Building Construction Corporation 
Ltd. 
Hooghly Dock & Port Engineers Ltd 
National Small Industries Corporation Ltd. 
Rajasthan Drugs & Pharmaceuticals Ltd. 
Central Mine Planning & Design Institutes 
Ltd. 
Kamataka Antibiotics & Pharmaceutice Ltd. 
Handicraft & Handloom Exports Corporation 
of India 
Rural Electrification Corporation Ltd. 
State Farms Corporation of India Ltd. 
Brahmaputra Valley Fertilizers Corporation 
Ltd 
Hospital Services Consultancy Corporation 
Ltd. 
National Seeds Corporation Ltd. 
National Film Development Corporation Ltd 
Power Finance Corporation Ltd 
Water and Power Consultancy Services 
(India) Ltd. 
Central Cottage Industries Corporation of 
India Ltd. 
National Handloom Development 
Corporation. 
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No.XXlll 
No.XXlV 
No. XXV 
Dec.2003 
Jan.2004 
Mar.2004 
North Eastern Electric Power Corporation Ltd. 
Electronics Corporation of India Ltd. 
Ennore Port Ltd 
North Eastern Handicrafts & Handlooms 
Development Corporation Ltd. 
Andrew Yule & Company Ltd. 
Education Consultance India Ltd. 
India Vaccines Corporation Ltd. 
Central Warehousing Corporation. 
Numaligarh Refinery Ltd. 
Source- Annual Report on Disinvestment Commission 2003-2004 
The table 3.1 indicates that out of 41 companies, only two companies 
namely Semiconductor Complex Ltd, National Small Industries 
Corporation Ltd, were not recommending for disinvestment by the 
disinvestment commission. Disinvestment was not being pursued in 
respect of three companies namely India Medicines Pharmaceuticals 
Corporation Ltd., Cotton Corporation of India Ltd and Jute Corporation of 
India Ltd. Disinvestment process was at different stages in respect of four 
companies namely. Manganese Ore (India) Ltd., Central Inland Water 
Transport Corporation Ltd., National Buildings Construction Corporation 
Ltd. and Dredging Corporation of India Ltd. 
Procediires for disinvestments 
Government of India is carrying out disinvestments in accordance 
with the prescribed norms that ensure complete transparency. The 
procedure is reviewed from time to time and modified with a view to 
accelerating the process further. 
• Proposals for disinvestments in any Public Sector Undertakings 
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based on the recommendations of the Disinvestment Commission or 
in accordance with the declared Disinvestment Policy of the 
Government are placed for consideration of the Cabinet Committee 
on Disinvestment (CCD). 
Q After Cabinet Committee on Disinvestment clears the Disinvestment 
proposal selection of the Advisor is done through a competitive 
bidding process. 
G After receipt of the Expression of Interest in purchase Advertisement 
in newspapers/website, prospective bidders are short listed based 
on objective screeiiing in the light of announced criteria 
/requirements. 
Q The advisors after due diligence of the Public Sector Undertaking, 
prepare the information memorandum in consultation with the 
concerned PSU. This is given to the short listed prospective bibbers 
who have entered in to a confidentiality agreement. 
Q The draft share purchase agreement and the shareholder agreement 
are also prepared by the Advisor with the help of the legal Advisors. 
G The prospective bidders undertake due diligence of the PSU and 
hold discussions with the Advisor/the Government/the 
representatives of the PSU for any classifications. 
• Concurrently the task of valuation of the PSU is undertaken in 
accordance with the standard national and international practices. 
G Based on the reactions received from the prospective bidders the 
Share Purchase Agreement (SPA) and Share Holders Agreement 
(SHA) are prepared. After getting them vetted by the Ministry of 
Law they are approved by the Government. Thereafter they are sent 
to the prospective bidders for inviting the final binding bids. 
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Q After examination, analysis and evaluation, the recommendations of 
the Inter Mirusterial group (IMG) are placed before the Core Group 
of Secretaries on Disinvestment (CGD) whose recommendations are 
placed before the Cabinet Committee on Disinvestment (CCD) for 
final decision regarding selection of the strategic partner, signing of 
the Share Purchase Agreement and Share holders Agreement and 
other related issues. 
Q In the disinvestments process mentioned above. Ministry of 
Disinvestment is assisted at each stage by a JNG headed by 
Secretary (Disinvestment) and comprising officers from the Ministry 
of Finance Department of Public Enterprise, the Administrative 
Ministry Department contiolling the PSU, Department of Company 
Affairs, Department of Legal Affairs, CMD/Director (Finance) of 
the company being disinvested and the Advisors. 
• After the transaction is completed all papers and documents relating 
to it are turned over the CAG of India, the CAG prepares an 
evaluation for sending to Parliament and releasing to the public. 
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Disinvestment - Process Flow Chart 
Disinvestment Commission Recommendation or inter-ministerial consultation 
i 
Administrative Ministry's Comments 
i 
Consideration by Core group of Secretaries on Disinvestment (CGD) 
i 
Approval of Cabinet Committee or Disinvestment (CCD) 
i 
Advertisement for Appointment of Advisers 
i 
Receipt of Expressions of Interests (Eol) from Advisers 
i 
Presentations by Advisers 
i 
Selection of Advisers 
i 
Appointment of Advisers 
i 
Appointment of Legal Advisers and Fixed Asset Values or Recommendations of 
Expert Committee and Inter Ministerial Group 
i 
Process finalization and due diligence by Advisers 
i 
Advertisement for inviting expressions of interest from bidders 
i 
Receiving Eol 
Short listing of bidders and signing of confidentiality undertaking 
i 
Finalization and distribution of information package etc. 
i 
Due diligence etc. by Short listed bidders 
i 
FinanciaVCapitaVBusiness Restructuring etc. 
i 
Finalization of Shareholders agreement Share purchase/ other agreement 
i 
Receipt of final bids & of bids evaluation 
i 
CCD, SEBJ, Regulatory Approvals 
i 
Execution of legal doctunents and inflow of funds Public offer announcement by the 
Strategic Partner, as per SEBJ take over code where applicable 
i 
Disinvestment Commission Recommendation or inter-ministerial consultation 
Submission of Document to CAG for Assessment 
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Systems and Procedures of Disinvestment 
For decision making and implementation of disinvestments there is 
a three way mechanism in Government of India. 
1. Cabinet Committee on Disinvestment 
The Cabinet Committee on Disinvestment (CCD) is chaired by the 
Prime Minister and comprises of the Deputy Prime Minister, Minister of 
Power, Minister of Law & Justice, Minister of Finance & Company Affairs, 
Minister of Petroleum and Natural Gas, Minister of Civil Aviation, Deputy 
Chairman of Planning Commission, Minister of Disinvestment and the 
Minister concerned with the CPSU under disinvestments. 
2. Core Group of Secretaries on Disinvestment 
The Core Group of Secretaries is headed by the Cabinet Secretary 
and comprises Secretaries from Ministries of Finance, Industry 
Disinvestment, Plarming Commission and Administrative Ministry and 
any other Department as may be required, like Departments of Legal 
Affairs, Company Affairs etc. The core group directly supervises the 
implementation of the decisions of all strategic sales. The Core group 
monitors the progress of implementation of the CCD decisions. The Core 
Group makes recommendations to the CCD on disinvestments policy 
matters. 
3. Inter Ministerial Group 
The Inter Ministerial Group is chaired by Secretary, Ministry of 
Disinvestment and comprises officers of Ministry of Finance, Department 
of Public Enterprises, Department of Legal Affairs, Department of 
Company Affairs, Administrative Ministry, the CMD and the Director 
(Finance) of the Public Sector Enterprise concerned. 
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Ministry of Disinvestment 
The department of disinvestment was set up vide Notification No. 
CD-551/99 dated the 10th December 1999. Vide Notification No.CD-
442/2001 dated 6th September. 2001 the Department of Disinvestment was 
renamed as Ministry of Disinvestment. Business allocated to Ministry of 
Disinvestment: 
1. All matters related to disinvestment of Central Government equity 
from Central Public Sector Undertakings. 
2. Decisions on the recommendations of the Disinvestment 
Commission on the modalities disinvestment, including 
restructuring. 
3. Implementation of disinvestment decisions, including appointment 
of advisors, pricing of share, and other terms and conditions of 
disinvestment. 
4. Disinvestment Commission 
5. Central Public Sector Undertakings for purpose of disinvestment of 
Government equity only. 
6. In the above process, the Ministry of disinvestment is assisted by 
advisors for different purposes. 
Advisor 
Advisor assists Government in all aspects of privatization 
transactions. In addition to implementing the basic steps mentioned 
earlier, advisors also counsel Government on the strategic options open to 
it for privatization. The responsibilities of the Advisor would inter-alia, 
cover rendering of advice and assisting government in the disinvestments 
of the Public Sector Undertaking, suggesting measures to enhance sale 
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value, preparing a detailed information memorandum, marketing of the 
offer, inviting and evaluating the bids, assisting during negotiations with 
prospective buyers, drawing up the sale/other agreements and advising 
on post-sale matters. Advisors are appointed by a competitive bidding 
procedure The Ministry of Disinvestment in cor\sultation with the CPSU 
and Administrative Ministry concerned, prepares a brief Terms of 
Reference (TOR) for the Advisor and invites expression of interest from 
them to submit proposals. They are asked to make a presentation before 
the Inter Ministerial Group. The Advisors offering the best technical and 
financial terms are hired to implement the privatization transaction. 
Legal Advisor 
For each privatization, it is considered necessary to involve legal 
advisors who look into the legal issues and advise the government with 
respect to documentation etc. on contractual terms. They are invited on the 
basis of their work experience and are selected through a process of 
limited competitive bidding by an Inter- Department Committee, from a 
panel suggested/ recommended by the Advisors, and are paid a lump 
sum amount as fees. They help the government in drafting and finalizing 
various agreements 
Accounting Advisors 
The accounting advisors review the financial, accounting, reporting 
and planning systems. They help the government in analyzing the balance 
sheet of the company, its assets and liabilities and contingent liabilities. 
The accounting advisors are required to re-cast the final Account of the 
Public Sector Undertaking as per the Accounting Standards acceptable to 
the bidding parties, if necessary. 
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Asset Valuer 
The assets valuation is conducted by well- established government 
approved valuers. Normally, the valuer is selected by an inter 
departmental committee, consisting of representatives from the Ministry of 
Disinvestment / administrative Mirustry and the CMD of the company 
from out of a panel suggested / recommended by the Advisor. 
Various Methodologies for Disinvestment 
There are broadly acceptable and transparent methodologies for 
disinvestment. See Appendix E, which show the methodologies adapted to 
disinvestment of Public Sector Enterprises from 1991-92 to 2004-05. These 
are given below: 
Strategic Sale 
Strategic sale implies sale of substantial block of Government 
holdings to a single party which would not only acquire substantial equity 
holdings of upto 50 per cent but also bring in the necessary technology for 
making the Public Sector Undertaking viable and competitive in the global 
market, see Appendix F which gives the table of realization through 
strategic sale during 1999-2000 to 2004-05. 
Capital Market 
Capital market offering shares of public sector enterprises at a fixed 
price through a general prospectus. The offer is made to the general public 
through the medium of recognized market intermediaries. 
Warehousing 
In warehousing market determined price, after building in return to 
the warehouser. Profit on sale, net of selling expenses by warehouser 
shared in pre-determined ratio. 
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Reduction in Equity 
Sale of equity through auction of share amongst pre determined 
clientele, whose number can be a large. The reserve price for the Public 
Sector Enterprise's equity can be determined with the assistance of 
merchant baiikers. 
Trade Sales 
Trade Sale mear\s sale of a business or a division or a non-core 
activity. In addition to price, the auction to take into account factors such 
as capital investment to which the bidder is willing to commit and 
guarantees the bidder makes to employees and customers. 
Assets Sale/Winding Up 
This is normally resorted to in companies that are either sick or 
facing closure. The Asset Sale is normally done either by open auction or 
by tender method. 
Management Employee Buy Out 
Foe smaller companies, particularly those that are highly dependent 
on their personnel, management/employee buyouts may be suitable 
privatization techniques. Although most buyouts are led by management, 
active participation by the workforce is a pre-requisite for success. 
Cross Sale 
Cross sale is not an option for privatization. However, Government 
seeking to sell enterprises via Trade Sales should decide at the outset what 
their policy would be with regard to bids from Government owned 
enterprises and spell out such policies in their initial request for 
qualifications from potential bidders. 
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Sale Through Demerger/ Spinning Off 
The basic concept of demerger requires transfer of an undertaking 
from an existing company to another existing company. The demerged 
companies have a shadow of shareholding as that of the Transferor 
Company. For a government Company, the scheme of demerger has to be 
approved by Department of Company Affairs. 
Valuation 
In any sale process, the sale will materialize only when the seller is 
satisfied that price given by the buyer is not less than the value of the 
object being sold. Valuation of a PSE is different from establishing the 
price for which it can be sold. While the fair value of an asset is based on 
the assessment of intrinsic value accruing from fundamentals on a stand-
alone basis, varying return expectation and underlying strategic aspects 
for different bidders could influence the price. A purchase and sale would 
be possible only when two parties while forming different views as to the 
value of an asset, are eventually able to reach agreement on the same price. 
It would be better appreciated by recognition of the fact that Government 
can only realize what a buyer is willing to pay for the PSU, as the purchase 
price ultimately agreed reflects its value to the buyer. 
Disinvestment Commission's Recommendations 
Keeping in view the above problems regarding valuation specific to 
a Public Sector Undertaking, the issue was discussed in detail by the 
Disinvestment Commission in its first report. Underlining the importance 
of valuation, the Commission felt that the valuation of equity of a firm 
gains importance in case of disinvestment of companies which are not 
listed or in cases where capital markets may not fully reflect the intrinsic 
worth of a share disinvested earlier. Disinvestment Commission, in its 
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Discussion Paper while emphasizing that valuation should be 
independent, transparent and free from bias, has discussed three methods 
of valuation: 
(1) The 'Discounted cash flow'_(DCF) approach relates the value of asset 
to the present value of expected future cash flows of the asset. 
(2) The 'Relative valuation' approach is used to estimate the value of an 
asset by looking at the pricing of comparable assets relative to a common 
variable like earning, cash flows, book value or sales. 
(3) The ' Net Asset value'_approach provides another valuation. Regarding 
the application of Valuation Methods, disinvestment Commission felt that 
the use of a particular method of valuation will depend on the health of 
the Company being evaluated, the nature of industry in which it operates 
and the company's intrinsic strengths. The depth of capital markets will 
also have an impact on the valuation. For example, in the United 
Kingdom, the London Stock Exchange has helped in creating markets by 
enabling credible price discovery for the share of privatized companies 
listed on the exchange. Although valuation methods will indicate a range 
of valuation. Disinvestment commission felt that some discounts might 
need to be applied for arriving at the final value depending on the 
liquidity of the stock and the extent disinvestments. 
Valuation Methodologies being followed 
Making a valuation requires an examination of several aspects of a 
company's activities, such as analyzing its historical performance, 
analyzing its competitive positioning in the industry, analyzing strengths/ 
weaknesses of the business and the opportunities/ threats presented by 
the environment, forecasting operating performance, estimating the cost of 
capital, estimating the continuing value, calculating and interpreting 
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results, analyzing the impact of prevailing regulatory frame work, the 
global industry outlook, impact of technology and several other 
environmental factors. Based on the recommendations of the 
Disinvestment Commission and in keeping with the best market practices 
the following four methodologies are being used for valuation of Public 
Sector Undertakings: 
Discounted Cash Flow (DCF) method 
The Discounted Cash Flow (DCF) methodology expresses the 
present value of a business as a function of its future cash earning capacity. 
This methodology works on the premise that the value of a business is 
measured in terms of future cash flow streams, discounted to the present 
time at an appropriate discount rate. 
This method is used to determine the present value of a business on 
a going concern assumption. It recogruzes that money has a time value by 
discounting future cash flows at an appropriate discount factor. The DCF 
methodology depends on the projection of the future cash flows and the 
selection of an appropriate discount factor. 
Balance Sheet method 
The Balance sheet or the Net Asset Value (NAV) methodology 
values a business on the basis of the value of its underlying assets. This is 
relevant where the value of the business is fairly represented by its 
underlying assets. The NAV method is normally used to determine the 
minimum price a seller would be willing to accept and, thus serves to 
establish the floor for the value of the business. This method is pertinent 
where: 
Q The value of intangibles is not significant. 
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Q The business has been recently set up. 
This method takes into account the value of the assets of a business 
or the capital employed as represented in the financial statements. Hence, 
this method takes into account the amount that is historically spent and 
earned from the business. This method does not, however, consider the 
earnings potential of the assets and is, therefore, seldom used for valuing a 
going concern. 
Market Multiple method 
This method takes into account the traded or transaction value of 
comparable companies in the industry and benchmarks it against certain 
parameters, like earnings, sale, etc. Two of such commonly used parameter 
is: 
• Earning before Interest, Taxes, Depreciation & Amortizations 
(EBITDA) 
• Sales 
Although the Market Multiples method captures most value element 
of a business, it is based on the past/ current transaction or traded values 
and does not reflect the possible changes in future of the trend of cash 
flows being generated by a business, neither takes into account the time 
value of money adequately. At the same time it is a reflection of the 
current view of the market and hence is considered as a useful rule of 
thumb, providing reasonableness checks to valuations arrived at from 
other approaches. Accordingly, one may have to review a series of 
comparable transactions to determine range of appropriate capitalization 
factors to value a company as per this methodology. 
94 
Asset Valuation Methodology 
The asset valuation methodology essentially estimates the cost of 
replacing the tangible assets of the business. The replacement cost takes 
into account the market value of various assets or the expenditure required 
to create the infrastructure exactly similar to that of a company being 
valued. Since the replacement methodology assumes the value of business 
as if we were setting a new business, this methodology may not be 
relevant in a going concern. Instead it will be more realistic if asset 
valuation is done on the basis of the new book value of the assets. The 
asset valuation is a good indicator of the entry barrier that exists in a 
business. Alternatively, this methodology can also assume the amount 
which can be realized by liquidating the business by selling off all the 
tangible assets of a company and paying off the liabilities. The asset 
valuation methodology is useful in case of liquidation / closure of the 
business. In this case certain adjustments may have to be made to the 
equity value arrived at by this method including settlement of all 
borrowings on the company's balance sheet on the date of valuation and 
settlement of employee dues. 
Standardizing the Valuation Approach & Methodologies 
Although the aforesaid valuation methodologies being followed are 
broadly based on the Discussion Paper of the Disinvestment Commission 
and the best market practices, it is necessary to standardize the valuation 
mediodology for all PSU disinvestments so that tiiere are no variations 
from case to case. Therefore, all the four methodologies for valuation 
should be followed for all PSU disinvestments, with further improvements 
in respect of DCF Method and Asset Valuation Method as detailed below. 
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for arriving at a range of valuation figures, to arrive at the indicative 
Benchmarks or Reserve Price. 
The Disinvestment of Central Government Undertakings 
The Group of Ministers (GOM) consisting of Finance Minister, 
Petroleum Minister, Fertilizer and Chemicals Minister and Disinvestment 
Minister, on the disinvestments of Indian Petro Chemical Corporation 
Limited (IPCL) is in favour of its outright sale. The GOM will refer a 
proposal to the Cabinet Committee on Disinvestment for further approval 
and necessary action. The IPCL's one of the units at Vadedra (Gujarat) 
with a capacity of 130 million tones would be given on nomination basic to 
IOC. The Government has decided to sell its stake in the order two units of 
IPCL Gandhar and Nagothane would be divested through the bidding 
process. 
The Central Government has decided to close down 5 public sector 
industries imder the control of the Heavy Industries and public 
enterprises, as they could not be revived. These were established in West 
Bengal. The 5 Enterprises are as follow: 
i. Bharat Process and Mechanical Engineering Company 
ii. Weigh Bridge India 
iii. Rehabilitation of Industries Corporation 
iv. Tanner and Footwear Corporation and 
V. National Bicycle Corporation of India 
According to the Secretary, Union Ministry of Heavy industries and 
Public Enterprises, "The Government was trying to distance itself from the 
public sector undertakings and the goverrunent was above responsible for 
the bad performance of public sector undertakings were being freed from 
the burden of innumerable guidelines issued over the 5 years. As many as 
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696 guidelines had been scraped based on the recommendation of the 
Vittal Committee and units had been given higher autonomy and 
functional freedom. Another Committee headed by Mr. T.K .A. Nair had 
submitted its report on further freeing of the public sector undertakings 
from Controls of the Union Goverrunent. 
The Central Government announced its proposal to divesting 
majority stake in 5 key heavy industrial Public Sector Undertakings, 
including BHEL, HMT, and HEC, instead of diluting only minority stakes 
in these companies. 
Table-3.2 
Disinvestment modalities recommended by disinvestments commission 
in its reports I, II, III, & IV 
Modality of 
Disinvestment 
Trade Sale 
Strategic Sale 
Stable Shareholders 
Offer of share 
No disinvestments 
Disinvestment 
deferred 
No. 
3 
7 
1 
4 
1 
3 
Name of Public Enterprise 
India Tourism Development Corporation @, 
Modem Food Industries (India) Ltd., Pawan Hans 
Limited. 
Hindustan Teleprinters Limited, Indian. 
Telephone Industries Limited, Bharat Refineries & 
Petrochemicals Limited, Bangaigaon Refineries & 
Petrochemicals Limited, Kudremukh Iron Ore Co. 
Ltd., Madras Fertilisers Limited. 
Shipping Corporation of India 
Gas Authority of India Limited, Container 
Corporation of India Limited, Mahan agar Ore 
(India) Ltd. 
Rail Technical & Economic 
Oil India Limited, Oil & Natural Gas Corporation, 
Power Grid Corporation of India Ltd. 
Source- Annual Report of Disinvestment Commission 
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The Central Government's disinvestments programme seems to 
have finally taken off. In this current financial year; the first sell of the 
management control of CMC and HTL will pass on to private companies 
TCS and HFCL respectively. The sale of CMC and HTL will fetch the 
Government Rs.207 crores amounting to less than 2% of the 
disinvestments target of Rs.l2, 000 crores for the year 2001. If the pace of 
the disinvestments is maintained the government will get closure to the 
target than ever before the way CMC and HTL sell-offs have gone through 
raise the hope of remaining once rolling of with similar business like 
efficiency. Further, the government has also taken up the disinvestments of 
Hidusthan Zinc. According to the agenda of the government it is proposed 
to sell off 12 more public sector undertakings including giants like BSNL, 
Maruthi and IPCL. 
On 16* October 2001 the government of India through Ministry of 
Disinvestment has transferred 74 percent equity of HTL incorporated in 
1960 (Hindustan Teleprinters Ltd.) to Himachal Futuristic 
Commurucations Ltd., (HFCL) for a consideration of Rs.55 crores. A 
tripartite agreement to this effect was signed by HFCL, the department of 
Telecom and the Department of Disinvestment. The HTL is among the 13 
public sector enterprises listed for disinvestment during 2001-2002 is the 
3rd privatization deal after Modem Foods and BALCO. 
Government has decided to sell 6 hotels owned by the Indian 
Tourism Development Corporation (ITDC) while the 2 Five Star, Ashoka 
Hotels in Delhi and Bangalore will be offered on 30 years lease to the 
private parties. In addition the 3 Centaur Hotels run by the Hotel 
Corporation of India in Delhi and Mumbai will be hived off along with the 
Cheaper Subsidiary and small Hotel Rajgir. 
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The transaction documents for the sale have been cleared by the 
Cabinet Committee on Disinvestment (CCD) setting the stage for 
disinvesting Government equity in these 13 entities for which the price 
bids will be invited. The CCD also decided that in the case of IBP 
disinvestments, the bidding will be restricted to companies which are 
prepared to invest Rs.2, 000 crores in the Hydro-Carbon sector within 10 
years. Further, it is also proposed for 26 percent disinvestments in 
Hindustan Zinc Limited (HZL) will begin immediately as the transaction 
documents had now been approved. 
For disinvestments of Hotels, the Government of India has invited 
bidders, 124 bidders have submitted for purchase of these properties of 
which 97 had shown interest in the ITDC Hotels and 18 in the HCL Hotels. 
Therefore, it had been decided to stager the bidding since it would be 
difficult for so many bidders to arrange for bank guarantees altogether. 
The Department of Disinvestment has approached the SEBI for relaxation 
of take-over norms in regard to listed public sector undertakings being 
disinvested. (See Appendix C and Appendix D), given the list of Public 
Sector Enterprises and the name of privatized public sector enterprises. 
The Ministry for Disinvestment has written to the SEBI for change of the 
open offer guidelines in regard to the competitive bidding in strategic 
sales. 
Progress of Disinvestment 
The Government in July 1991 initiated the disinvestments process in 
India, while launching The New Economic Policy (NEP). The Government 
has appointed The Krishnamurthy Committee in 1991 and Rangarajan 
Committee in 1992. Both the Committees have recommended 
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disinvestments to fulfill objective of n\odemization of the public sector 
through strengthening R & D , initiating diversification/ expansion 
programmes, retraining and reemployment of employees, funding 
genuine needs of expansion, widening the capital market basis and 
mitigating fiscal deficit of the Government. These committees 
distinguished between the short-term and long-term goals of 
disinvestments and advised the government not to sacrifice the long-term 
goals for the sake of fulfilling the short-term objectives. The Government 
has announced in its NEP that mitigating the fiscal deficits is the only 
objective of disinvestments. 
The crucial shift in the Government policy for disinvestments of 
public sector undertakings was mainly attributable to poor performance of 
these enterprises and burden of financing their requirements through 
budget allocations. In 1991 there were 236 operating public sector 
undertakings, of which only 123was profit making. The top 20 profit 
making public sector undertakings accounted for 80 per cent of the profits, 
implying that less than 10 per cent of the public sector undertakings were 
responsible for 80 per cent of profits. The return on public sector 
investment for the year 1990-91 was a just over 26 per cent. 
The basic charges against the public sector for its poor performance 
are as follows: 
(i) Low rate of Return on Investment 
(ii) Declining contribution to national savings 
(iii) Poor capacity utilization 
(iv) Over staffing, bureaucratization leading to excessive delays and 
wastage of scarce resources. 
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Further, it was also identified that the goal of privatization is to 
ensure a better and more effective use of capital and greater investment in 
the social sector on one hand and to enhance the efficiency of public 
enterprises and help them integrate into a competitive environment of the 
other. 
As per the economic survey 2001, the Government set out the 
following policies towards public sector undertakings, 
(i) Bring down Govt, equity in all non-strategic public sector 
undertakings to 26 per cent or lower, if necessary, 
(ii) Re-structure and revive potential viable public sector undertakings, 
(iii) Close down public sector undertaking that can not be revived, and 
(iv) Fully protect the interest of workers. 
In this context now, the researcher has analyzed the progress of 
disinvestments in the Central Government undertakings from 1991-
2001.The table-3.3 presents the data relating to target and disinvestments 
proceeds. 
Table-3.3 
Disinvestment during 1991-2001 
Year 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
Total 
PSEs Offered 
No. 
46 
29 
-
17 
04 
-
-
-
-
-
-
Target 
2500 
3500 
3500 
4000 
7000 
5000 
5000 
5000 
10000 
12000 
57500 
Amount 
Realised 
3038 
1961 
1866 
5078 
357 
455 
902 
5371 
1892 
2600 
23520 
Cumulative 
Amount 
realised 
3038 
499 
6865 
11943 
12300 
12755 
13657 
19028 
20920 
23520 
-
Disinvsment 
Amount realized 
as % of Target 
121.52 
56.03 
53.31 
126.95 
5.10 
9.10 
18.04 
107.42 
18.92 
21.67 
-
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Average | - 575.0 (40.9%) | - -
Source: Annual Report-1999-2000, RBI Bulletin, September 2000 
It is clearly evident from the data of the table 3.3 that the cumulative 
proceeds of total disinvestments from 1991-92 to 2000-2001 was stood at 
Rs.23, 520 crores against a hefty target of 57,500 crores. The proceeds 
realized against the target set were only 40.9 per cent. The investment 
made by Central Government as on March 31,1991 was of the order of Rs. 
2,30,140 crores. The total proceeds from disinvestments worked out to be a 
mere 10.22 per cent of the total investment. The disinvestments proceeds 
were encouraging and exceeded than the target set in 3 out of 10 years, 
while it was far lower than the target in the rest of the 7 years. In the year 
1991-92 tiie total proceeds realized were Rs. 3,308 crores against a target of 
2,500 crores, accounting for 121.52 percent. Similarly in 1994-95 the 
proceeds realized was Rs. 5,078 crores against a target of Rs. 4,000 crores 
forming 126.95 per cent. Another attractive year for disinvestments 
proceeds realization was 1998-99 with Rs. 5,371 crores for a target of Rs. 
5,000 crores, accounting for 107.42 percent. 
In the rest of the years the proceeds from the disinvestments were 
abnormally low at 5.1 per cent in 1995-96, 9.1 per cent in 1996-97,18.04 per 
cent in 1997-98, and 18.92 per cent in 1999-2000 of the target amount. More 
than 50 per cent of the target amount was realized through disinvestments 
in 1992-93 at 56.03 per cent and 1993-94 at 53.31 per cent. The reason for 
such low proportion of disinvestments proceeds as against the target set 
were identified and presented below: 
(i) The unfavorable market conditions are the main reason responsible 
for this down ward trend of disinvestments 
(ii) The proceeds realized through disinvestment were not paid to his 
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enterprise concerned for its expansion and improving efficiency but 
the Government has been using such disinvestments proceeds to 
bridge the budget deficit, 
(iii) The offers made by the Government for disinvestments of public 
sector undertakings are not attractive and stringent bureaucratic 
procedures causing for discouraging the private sector investors, 
(iv) The valuation process, procedures and surplus employees are other 
major attributes. It was estimated that there were 2.2 million 
employees in the public sector and nearly 25 percent of then are 
surplus, 
(v) The Goverrunent does not have a comprehensive policy on 
disinvestments of its public sector undertakings, 
(vi) The Goverrunent is not transparent about its approach towards 
sequencing the restructuring and the methods of privatization of 
public sector enterprises. 
Deficit Vis-a-vis Disinvestment 
One of the objectives of disinvestments is to mitigating fiscal deficit 
of the Government. Therefore, much of the Government earnings through 
disinvestments were used to bring the budget deficit. Of the Rs.l2, 300 
crores earned between 1991-96 through disinvestments, more than Rs. 
7,300 crores was used to bridge the deficit. It is also argued that if 
resources raised through disinvestments were utilized for retiring past 
debts, it would result in the reduction of the interest burden of the 
Government. However all efforts at public sector disinvestments are aimed 
at reducing the budget deficit and not improving the efficiency of these 
undertakings or reinvesting the funds so realized in the social sector. 
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In the light of this, it is proposed to examine the proceeds from 
disinvestments vis-^-vis deficit financing and capital receipts froml991-
2001, with a view to know the share of disinvestments proceeds in the total 
deficits and capital receipts, there by to bring out the relative importance 
of the disinvestments Table-3.4 shows the relevant data. 
Frospects of Disinvestment 
The disinvestments process of the Government in the current decade 
has not been really successful both in terms of realization of proceeds from 
disinvestments and achieving the targets for that purpose. The 
Government has measurably failed to attract various parties for buying the 
public sector undertakings. The disinvestments process is still in progress 
and it has been highlighted in table 3.5 
In order to bring out the value of 23 public sector undertakings, 
which are on the agenda of disinvestments in relation to current market 
price, the researcher has revised the Business India's prospective proceeds 
by taking prices on 13* November, 2001, and presented in the following 
table 3.5 revised 10 percent and 20 percent prospective proceeds along 
with Government's holding. 
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The total investment in equity of these 23 listed public sector 
undertakings of the Government is of the order of Rs. 13,197 crores. The 
Government holding in percentage terms in these public sector 
undertakings ranged between a highest of 98.56 per cent to 51.06 per cent. 
If Government initiates a quick process of disinvestments as per the 
guidelines and procedures, it can realize Rs. 8,060.04 crores by selling only 
10 per cent and Rs.l6,120.08 crores for 20 per cent disinvestments of these 
selected public sector undertakings as per the price on 13* November, 
2001. This prospective proceeds not only fulfills, the target of Rs.l2, 000 
crores for the year 2001-2002, but also provides surplus over Rs. 4,120 
crores, Hov/ever, it is in the court of Government to take up the necessary 
procedures to realize proceeds from disinvestments process. The 
Government of India has decided to go ahead with the disinvestments 
process. 
Table-3.6 
Projected Proceeds from Disinvestment 
Company 
BEL 
BEML 
BHEL 
BPCL 
CMC 
Container 
Corporation 
Dredging 
Corporation 
Engineers India 
GAIL 
Hindustan Zinc 
Equity 
80.00 
36.4 
244.76 
300.00 
15.15 
64.99 
28.00 
56.16 
845.65 
422.53 
No. of 
Share 
8.00 
3.67 
24.48 
30.00 
1.52 
6.50 
2.80 
5.62 
84.57 
42.25 
Govt. 
Holding 
(%) 
76.00 
60.81 
67.72 
66.20 
83.31 
63.08 
98.56 
94.02 
67.34 
75.92 
Govt. 
Divests 
10% 
51.20 
6.24 
376.38 
544.50 
50.18 
87.10 
23.48 
50.80 
482.44 
72.04 
Govt 
Divests 
20% 
102.40 
12.48 
752.76 
1089.00 
100.36 
174.20 
46.96 
101.60 
964.88 
144.08 
Price as 
on 
31/11/01 
64.00 
17.00 
153.88 
181.5 
331.25 
134.0 
83.8 
90.5 
57.05 
17.05 
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HPCL 
IBP 
icx: 
IPCL 
ITI 
MTNL 
NALCO 
Neyveli Lignite 
ONGC 
RCF 
SAIL 
SCI 
VSNL 
Collections 
338.77 
22.15 
778.67 
249.05 
88.00 
630.00 
644.31 
1677.71 
1425.93 
551.69 
4130.40 
282.30 
285.00 
13197.62 
33.88 
2.22 
77.87 
24.91 
8.80 
63.00 
64.43 
167.77 
142.59 
55.17 
413.04 
28.23 
28.50 
51.06 
59.59 
82.03 
59.95 
76.67 
56.20 
87.15 
93.99 
84.11 
92.50 
85.82 
80.12 
52.97 
455.52 
69.58 
1102.31 
110.97 
7.88 
857.43 
359.20 
181.19 
2138.18 
31.17 
202.39 
73.54 
726.32 
8060.04 
911.04 
139.17 
2204.62 
221.94 
15.75 
1714.86 
718.41 
362.39 
4276.36 
62.34 
404.78 
147.08 
1452.64 
16120.08 
134.4 
314.15 
130.0 
44.5 
8.95 
136.1 
55.75 
10.80 
149.95 
5.65 
4.90 
26.0 
254.8 
Source- Annual Report of Disinvestment Commission 
It has cleared 30 public sector undertakings (listed in the Table-3.6) 
for disinvestments. Of these 10 have been finalized as cases, where the 
road maps are ready for disposal during the current fiscal year. Some of 
these are very popular public sector undertakings such as Air India (AI), 
IPCl, Maruthi Udyog Limited, ITDC, NFL, IPCL, VSNL, Indian Airlines, 
Pradeep Phosphates and Hindustan Zinc. 
Conclusions 
The Goverrunent has set up various procedures. Committees, 
Commissions and Cabinet Rank Ministry for overseeing the 
disinvestments in Central Government public sector undertakings in India, 
as per the policy program of disinvestments as stated in the New 
Economic Policy (NEP). The study of disinvestments for a period of a 
decade from 1991-92 to 2000-2001 has revealed a very meager realization 
of disinvestments proceeds as against a hefty target. The primary objective 
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of disinvestments is to mitigate the budget deficit was also not 
materialized, because the proceeds of disinvestments were widely 
fluctuated and not met target in 3 out of 10 years of the study, the 
disinvestments proceeds were above the target, but in the rest of the years 
it was far lower than the target. The average proceeds of disinvestments as 
a percentage of deficits for the decade were nearly at 3.61 per cent and 
these were at 3.4 per cent of total capital receipts. If Government dispose 
10 per cent and 20 per cent of equity of 23 selected listed public sector 
undertakings it can realize Rs.8060.04 and Rs. 16,120.08 crores as per the 
prices on the 13* November 2001. The agenda for the 30 public sector 
undertakings is finalized and the action of the Government is also 
indicated for future disinvestments. 
110 
Reference 
1. Ahluwalia, Montek singh-"Economic Reforms-A Policy Agenda for the 
Future",The Iridiari Journal of Commerce, Vol. 54, No.3, July-September 
2001. 
2. Anshuman, V. Ravi-^'Disinvestment of PSUs," Economic and Politcal 
Weekly, March 8,2003. 
3. Adam Smith (1776) (1937 ed.:); the wealth of nations, Newyork, modern 
library. 
4. Ar\shuman, V.Ravi (2003); Disinvestment of PSUS; Economic and 
Political weekly vol. XXXVIII No. 10 (March 8-14,2003) pp.949-54. 
5. Barbara Lee and John Nellis (1990); Enterprise reforms and 
privatization in socialist economy. World Bank discussion papers 104, 
p.l. 
6. Business Week. 
7. C. Rangarajan: "Disinvestment Strategic and Issue" I.P.E., Journal, 
Volume 16 (1& 2), 1993. 
8. Chand, Vikram K. (2003); 'Contemporary Governance in India'; in State 
Level reforms in India ed. By Stephen Howes, Ashok Lahiri, Nicolas 
Stem, New Delhi, McMillan. 
9. Dr. A.G. Prasad: "Disinvestinent Policy The APIDC A Trend Setter", 
Indian Journal of commerce. Volume No. 191, Part-II, June 1997 
10. Dr. R.K. Mishra, Disinvestinent; 1992-2001, the Charted Accountant, 
June, 2001 D.G. prasoona, "Balco 
11. Durgadas Patia 2004, Special Report of Disinvestment 
12. Dutt and Sundharam (2001); Indian Economy; New Delhi, C. Chand 
and Company. 
Ill 
13. Disinvestment commission Reports 1997-98,1996-97,1998-99,1999-2000, 
2000-01,2001-02,2002-03,2003-04 Government of India. 
14. Ganesh G (2004); Disinvestment: Implementattion issue; The Hindu 
Survey of Indian Industry, pp.32-35. 
15. Ghosh Arun "The Nations' economic Dielmmas". Business Line. 
16. Hanson A.H. (1954); Public enterprises and Economic Development; 
London, Rout Ledge and Kegan Paul. 
17. Heggade, Odeyar D. and Bharathi M.R. (2002); Second generation 
Reform: Issues and Directions; in second Generation economic 
reformed. By Ruddar Dutt, New Delhi, Deep & Deep Publications Pvt. 
Ltd. 
18. I.P.E., Volume 17 (3 & 4) 
19. Indian Journal of commerce, 1998-99, 1999-2000, 2000-2001, 2002-03, 
2003-04. 
20. Joel Ruet (2003); the future of state owned companies: Is privatization 
the answer? Thelndian Economic Journal, ed. By Raj Kumar Sen, Vol.51 
No.l, April June 2003-04, pp. 35-51. 
21. Kaur S. 2003 Privatization and Public Regulation, The Indian 
Experience, Macmillan India Ltd. 
22. Lebowitz, Michael A. (2004); Ideology and Economic development; 
Analytical Monthly 
23. Mishra S.K. and Puri V.K.: Indian Economy Himalaya Publishing 
House. 
24. Mishtra Ram Kumar (2001); Disinvestment 1992-2001- An Overview; 
chartered Accountant, XLIX (20): (pp.10-14). 
112 
25. Mukharjee Rahul (2004); Privatisation, Federalism and Governance, 
Economic and Political Weekly, Jan.3-9, 2004, Vol. XXXIX No. 1 pp. 109-
13. 
26. Rudha Datt and Sundaram K.P.M. Indian Economy S. Chand & 
Company Limited. 
27. Rao VKRV (1997); The Public Sector in Indian socialism; Indian 
Economic Development and Policy, ed. By PR Brahmananda. 
28. Review; Kharagpur, cornerstone Publications, May 2004 vol.2 No. 2 pp. 
14-24. 
29. Sharma E.A.S. 92004); Disinvestment: What FMs have Said Since 1991; 
Economic and political weekly, may 29 June 4, 2004; vol. XXXIX No. 22, 
pp.2194-96. 
30. Sudhir Naib, Disinvestment in Indian Policies, Procedure and 
Programmes sage Publications. 
31. Subhendu Bhattacharya: "Efficiency Gains of Privatization", the Journal 
of IPE, Vol, 17 (3& 4), 1994 
32. Sudhir Naib 2004, Disinvestment in India Policies, Procedures Practice. 
33. www.Ministry of disinvestments 
34. www. Nic.in 
35. Website: http//www/disinvest.nic.in/policy.htm. 
36. Website: www.Indianinfoline.com 
113 
Chapter ^0ur 
Chapter-iv 
Oil Sector in India: An overview 
The Indian Petroleum industry is one of the oldest industries in the 
world. In the 1860s sub surface oil exploration activities started in the 
dense jungles of Assam in north east-India and in March 1867, oil was 
struck in the well drilled near Makum. This was the first successful 
mechanically drilled well in Asia. The first commercial discovery of crude 
oil in the country was, however, made in 1889 at Digboi when a group of 
gallant oilmen erected a 20 meter high thatch covered wooden structure at 
the head of the Brahmaputra valley, in the extreme corner of northeastern 
India. This modest structure or 'derrick' had little geometric or aesthetic 
appeal. Nevertheless, it marked there markable Saga of the quest for 
fugitive fuel-'petroleum' in Indian Shores. India import about 70 per cent 
of its requirements which cost the exchequer Rs.86, 000 crores per annum. 
India's oil needs are about 1. 65 million barrels per day (bpd). The oil 
sector in recent years has been characterized by rising consumption of oil 
products, declining crude production and low reserve accretion. India 
remains one of the least-explored countries in the world, with a well 
density among the lowest in the world. With the demand for 100 million 
tonnes, India is the fourth largest oil consumption zone in Asia, even 
though on a per capita basis the consumption is a mere 0.1 tonne, the 
lowest in the region. This makes the prospects of the Indian oil industry 
even more exciting. The years, since independence have, however, seen the 
rapid growth of the upstream and downstream oil sectors. There has been 
optimal use of resources for exploration activities and increasing refining 
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capacity as well as the creation of a vast marketing infrastructure and a 
pool of highly trained and skilled manpower. Indigenous crude 
production has risen to 35 million tonnes per year, an addition of fourteen 
refineries, an installed capacity of 69 million tonnes per year and a 
network of 5000 km of pipelines. But with the consumption of 
hydrocarbons said to increase manifold in the coming decades (155mmtpa 
by the end of the 10th plan) the liberalization, deregulation and reforms in 
the petroleum sector is essential for the health and overall growth of our 
economy. 
As the Indian Economy breaks the shackles of a Hindu rate of 
growth to grow at a pace of 8 per cent and above, the single biggest 
beneficiary should be the oil and energy sector. Oil and energy are most 
happening sector of the Indian economy today. Public Sector Undertaking 
Oil Companies were in the limelight over the past few years for a variety 
of reasons-first, the companies, then the huge surge in profits, and 
recently, the drama over sale of government's stake through public offer. 
According to CLSA "While Asia (excluding. Middle East) accounts for only 
lOper cent of oil production, it accounts for as much as 25 per cent of oil 
consumption and refining capacity. Oil consumption in Asia is returning, 
driven mainly by a surge in Chinese demand over the shorter term. With 
most Asian economies on track for a solid recovery, we would expect 
demand growth to top 3-4 per cent in the next few years leading to a quick 
recovery. With Asia forming 45 per cent of global incremental demand 
between 2000 and 2010, we expect Asian refining margins to remain at 
higher than global averages" 
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Importance of Oil in the Economy 
The oil sector shares an equal importance worldwide. It contributes 
to foreign exchange reserves through exports, for countries like Russia 
where nearly half the currency earning come from crude oil exports. Oil 
has varied applications in different segments of the economy. Natural Gas 
(NG) is used for lighting and cooking purpose in urban areas and also for 
transportation. This sector also has its use in manufacturing plastics, 
clothes, fertilizers, ropes etc. Gas became important since the oil price 
shocks, which led to supply disruptions, inflation, output loss and 
recession. In the 1973 oil shock. Gross Domestic Production for US and 
Europe declined by 4.7 per cent and 2.5 per cent respectively. In the Indian 
context, the oil sector has attained importance in several ways. 
• Contributor to the Exchequer the public sector undertakings (PSUs) 
in the oil sector account for over 38 per cent of total profit after tax 
earned and 45 per cent of dividend declared by Public Sector 
Undertakings as a whole. The share of petroleum sector in national 
excise and custom duty collections is at 20 per cent. As there is 
progressive disinvestment and privatization the dividend income to 
the government will decline. 
• Crude oil and refined petroleum products account for about 30 per 
cent of India's total imports. 
• The energy sector has an influence on the inflationary trend in India 
as energy prices constitutes 14.2 per cent weight age in the 
wholesale price index. 
• Over 38 per cent of the total traffic at the ports and 7 per cent of the 
total traffic of the railways are comprised of petroleum sector cargo. 
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• Realizing the importance of petroleum sector, the government 
increased the capital expenditure of the sector from 4,4 per cent of 
total public sector capital outlay in Sixth Plan (1980-85) to 8.6 per 
cent in Ninth Plan (1997-2002). 
Accordingly, the share of this sector in total state investments 
witnessed a rising trend. The role of private sector has also increased. 
Role of Private Sector 
The private sector has played a minor role in the upstream sector. 
The second oil price shock and the realization of rising oil imports, the 
Government of India opened the E & P to private sector in 1979.Since 1991, 
though there have been six rounds of exploration licensing (Excluding 
NELP), limited success has been achieved in the award of the blocks. The 
reason being that- firstly, exploration activities have been initiated only in 
few (15 per cent) potential oil-bearing areas. Second, there has been delay 
on the part of the government to award contracts for oil exploration. Third, 
in the absence of any major oil discovery for the past 15 years, the 
confidence of the oil majors has gone down. 
Since early 1990s, government turned its attention towards small 
and medium-sized oil fields. Under this, two kinds of contracts were 
offered to the private sector- one, for small-sized fields, involved a 
production-sharing contract (PSC) with the government, second, for 
medium-sized fields which involved an equity participation of up to 40 
per cent by ONGC/OIL. This privatization programme has been highly 
successful as these carried little risks. The development of these fields led 
to increase in production and the share of private sector in the oil 
production. As the government decided in favor of more involvement of 
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private sector in exploration and production, there was a need to establish 
an independent regulatory body that could effectively supervise the 
activities of all the companies-private and public. Thus the Director 
General of Hydrocarbon (DGH) was set up in April 1993. The most 
noteworthy policy shift was the decision of the government to involve 
private and foreign companies in the development of already discovered 
fields. In the first offer of such fields in August 1992, contract for 5 medium 
sized and 13 small-sized fields have been awarded. Enron Oil and Gas 
Company, Reliance Industries Ltd, Command Petroleum, Videocon 
Petioleum Ltd, Ravva Oil Pte Ltd were few such major foreign and Indian 
private companies. ONGC and OIL's share in those JVs were limited to 40 
per cent only. The estimated oil and gas production from these were 360 
billion barrels and 50 billion cublic meters respectively. The most 
promising fields of Panna, Mukta and Mid & South Tapti which had been 
successfully explored earlier by ONGC were offered to Enron-Reliance 
consortium without reimbursing the past exploration expenses to ONGC. 
Moreover the government agreed to purchase the produced crude from 
the consortium at the international price plus a premium of $4 per barrel 
as the sulphur content was low. 
In the second offer for the development of 8 medium and 33 small 
size fields, negotiations for the awards of contracts are at an advanced 
stage. Alarmed with this situation, the government decided to further 
liberalize its terms to lure Indian and foreign companies to exploration and 
production. A new Exploration Licensing Policy (NELP) was formulated 
by the government in 1997-98 to provide a 'level playing field' in which all 
parties (including national oil companies) would compete on equal terms 
for the award of exploration acreage. 
118 
Per Capita Consumption of Energy vis-a-vis Hydrocarbons 
The table 4.1 shows the per capita consumption of energy vis-^-vis 
Hydrocarbons. 
Table-4.1 
Per Capita Consumption of Energy vis-a-vis Hydrocarbons 
(in kg of oil equivalent) 
World 
India 
China 
Pakistan 
Japan 
UK 
Germany 
Primary Energy 
1454 
285 
688 
264 
3962 
3856 
4102 
Hydrocarbons 
925 
117 
169 
231 
2520 
2719 
2539 
Source: ABN Amro Bank 
The table 4.1 shows that per capita consumption of primary energy 
in India is recorded quite low i.e 285 as compared with world 
consumption of primary which is 1454 kg. The same position is indicating 
by per capita consumption of hydrocarbons which is 117 as compared with 
925 kg. The table also shows that is a very wide gap between India and 
developed coimtries of the world like Japan, UK and Germany. Regarding 
constunption of primary energy and hydrocarbons one of the most 
important reasons for this gap may be demand and supply gap. 
Industry Structure 
The Indian oil sector is under the purview of the Ministry of 
Petroleum and Natural Gas (MoP & NG). The oil sector has 3 sub-sectors: 
Oil and Gas Exploration and Production (E&P), Oil Refining and 
marketing of refined products (R&M) and Distribution of Natural Gas. The 
annual turnover of the industry is over $65 bn. 
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The Indian Petroleum Sector 
Upstream Sector Dowiistream Sector 
Oil and Gas exploration Refining and Marketing 
IOC, BPCL, HPCL, ONGC, RIL 
CPCL, BRPL, KRL, NRL, MRPL 
^ A 
Natural Gas Distribution 
CPCl: Oiennai Petroleum Corporation Limited, ICRL: Kochi Refineries Limited, BRPL: 
Bongaigaon Refinery and Petrochemicals Limited, NRL: Numaligarh Refinery Limited, 
MRPL: Managalore Refinery and Petrochemicals Limited. RIL: Reliance Industries Ltd 
Table-4.2 
Capital Structure of Oil PSUs as on 31.3.2005 
S.No. 
1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 
10. 
11. 
12. 
13. 
14. 
15. 
16. 
PSU of the 
company 
ONGC 
OVL 
OIL 
GAIL 
IOC 
HPCL 
BPCL 
IBP 
EIL 
BRPL 
KRL 
NRL 
CPCL 
BALMER 
LAWRIE 
BIECCO 
LAWRIE 
MRPL 
Authorized 
Capital 
15000.00 
500.00 
250.00 
1000.00 
2500.00 
350.00 
300.00 
100.00 
100.00 
200.00 
150.00 
1000.00 
400.00 
30.00 
50.00 
2000.00 
Paid up 
Capital 
1425.93 
300.00 
214.00 
846.00 
1168.01 
339.00 
300,00 
22.15 
56.16 
199.82 
138.47 
735.63 
400.00 
16.29 
42.00 
1762.00 
Govt, of India 
Holding in % 
74.14 
NIL 
98.13 
57.34 
82.03 
51.01 
66.20 
NIL 
90.40 
NIL 
NIL 
NIL 
NIL 
NIL 
57.37$ 
NIL 
Source: Ministry of Natural Gas and Petroleum Ltd. 
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Table-4.3 
Financial Performance of Oil PSUs during 2004-2005 
S.NO. 
1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 
10. 
11. 
12. 
13. 
14. 
15. 
16. 
Name of the PSU 
ONGC 
OVL 
OIL 
GAIL 
IOC 
HPCL 
BPCL 
IBP 
EIL 
BRPL 
KRL 
NRL 
CPCL 
BALMER 
LAWRIE 
BIECCO LAWRIE 
MRPL 
Gross Turnover 
45826.00 
4768.60 
4617.65 
12435.00 
130202.95 
63000.00 
63125.61 
13620.00 
900.00 
3320.34 
13134.50 
4298.99 
9430.45 
1071.05 
40.71 
20693.00 
Profit After Tax 
12168.00 
981.87 
946.36 
1947.00 
7004.82 
1025.00 
721.02 
13620.00 
95.00 
426.75 
842.12 
409.15 
400.05 
29.64 
0.93 
879.00 
Dividend in % 
12168.00 
NIL 
33.92 
17.36 
35.02 
18.72 
30.00 
NIL 
44.21 
60.00 
3.78 
30.57 
18.61 
30.00 
NIL 
NIL 
Oil Exploration Reserve and Production (Upstream Sector) 
India's crude oil reserves are currently estimated at 4.7 per cent 
billion barrels. However, India has not yet been thoroughly examined for 
possible oil deposits, as exploration has taken place in only about one-
quarter of India's 26 sedimentary basins. Offshore basins cover 
approximately 380,000 square kilometers, while onshore basins cover 1.34 
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million square kilometers. These basins may contain as much as 30 billion 
tonnes of hydrocarbon reserves. The government of India forecasts that oil 
reserves will be depleted by 2012 under present consumption and 
production patterns. It is hoped that increased exploration and enhanced 
recovery practices will enhance India's reserves. However, some experts 
take the position that India's easy-to-reach reserves have already been 
tapped. Oil and Natural Gas Corporation Limited (ONGC) and Oil India 
Limited (OIL) are the two dominant players with a market share of 71 per 
cent and 10 per cent in the year 2002. Private players and joint venture 
corporate (JVCs) account for the balance. Crude oil is currently produced 
from bith onshore and offshore fields. The major onshore fields are located 
in Gujarat, Assam, Nagaland, Tamil Nadu, Andhra Pradesh and 
Arunachal Pradesh. In the year 2002, onshore production accounted for 
aroimd 37 per cent of total oil production (as against 53 per cent in the year 
1981) and offshore production, mainly in Bombay offshore region, 
accoimted for about 50.2 per cent of the total (As against 47.4 per cent in 
the year 1981). The balance of the oil production is undertaken by the 
private/joint sector in the Eastern offshore region. Several measures were 
taken to enhance hydrocarbon reserves and increase production. These 
include: 
1. Development of new fields and additional development of the 
existing fields. 
2. Implementation of Enhanced Oil Recovery (EOR) Schemes and 
extension of some EOR Schemes from pilot scale to full scale field 
application. 
3. Implementation of specialized technologies like extended reach 
drilling, horizontal and drain whole drilling. 
122 
4. Obtaining the services of international experts wherever considered 
necessary. 
5. Maintenance of reservoir health through v^ork-over operations, 
pressure maintenance methods. 
6. 3D seismic surveys of the old fields for better reservoir delineation. 
7. Optimization and redistribution of water injection. 
8. Infill drilling mostly in the un-swept areas of the reservoirs. 
New Exploration Licensing Policy (NELP) 
The government in order to increase exploration activity approved 
the New Exploration Licensing Policy (NELP) in March 1997 which would 
level the playing field in the upstream sector between private and public 
sector companies in all fiscal, financial and contractual matters. Salient 
features of the NELP: 
1. There will be no mandatory state participation through ONGC/OIL 
nor there did any carry interest of the government. 
2. The two public sector upstream companies would compete for 
petroleum exploration licences, instead of the existing system of 
granting of licences on nomination basis. The public sector 
companies will also be able to avail of the fiscal and contract benefits 
available to private companies. 
3. Open availability of exploration acreage to provide a continuous 
opportunity to companies. The acreages will be demarcated on grid 
of opportuiuty to companies and pending preparation of the grid, 
blocks will be carved out for offer. 
4. Freedom to the contractors for the marketing of crude oil and gas in 
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the domestic market. 
5. Royalty payments at the rate of 12.5 per cent for the on land areas 
and 10 per cent for the offshore. Half the royalty of the offshore area 
will be credited to a hydrocarbon development fund to fund and 
promote exploration related study and activity. 
6. To encourage exploration in deepwater and frontier areas royalty 
will be charged at half the prevailing rate for normal offshore area, 
for deep water areas beyond 400m bathymetry for the first seven 
years after commencement of commercial production. 
7. Prompt action by the Ministry of Petroleum and natural Gas to sign 
the PSC's for exploration blocks. 
The government to attract private investment in the upstream sector 
has conducted regular rounds of bidding. NEIP I failed to obtain a good 
response mainly due to low oil prices at the time of launch and high-risk 
nature of deep-water blocks. Since then, there have been two more rounds 
of NELP in Dec, 2000 and Mar, 2002. And in all these the award process 
happened in a very short span of time. So far, the government has signed 
PSCs for 47 blocks in first two rounds of NELP and has awarded 23 blocks 
under NELP IIL At present 67 per cent of the area under E&P belongs to 
the NELP Blocks. Recentiy, in May, 2003, NELP IV was announced with 24 
blocks on offer. However, despite attractive fiscal terms, transparent 
approach in bidding process and lesser time in awarding contracts, India 
has not been able to attract international oil major probably because of a 
low success rate of oil strikes and better opportunities elsewhere. 
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Price Regulation 
The Indian upstream sector operated under the administered pricing 
mechanism (APM). Crude oil prices were regulated historically. During 
1991 to 1991, the price payable on crude oil to upstream players was fixed 
at Rs. 1,021 per tonne. In 1992, the Cabinet Committee reviewed the crude 
pricing and observed that because of non-remunerative prices, the 
companies were unable to generate resources for developing/ exploring 
oilfields. Hence domestic prices of crude oil were fixed in a manner so as 
to cover the operating expenses plus a guaranteed 15 per cent post-tax 
return on capital employed. The crude oil price was raised gradually to Rs. 
1,991 per tonne in April, 1996. From 1998 onwards, the domestic oil prices 
were linked to international crude prices. This coupled with a fixed floor 
price has resulted in an upward movement in profitability indicators. 
Finally, with the full decontrol of the petroleum sector since April, 2002, 
the companies are free to set their own prices. 
A significant amount of the gross sales realization on crude taxed in 
the form of royalty and sales tax. The impact of the deregulation process 
has been positive for the upstream oil segment because any upward 
movement in international crude oil prices translates into positive factor 
for the companies. By providing a floor price for crude oil (Rs. 3,469 per 
tonne), the downside risk was also protected. 
Coal Bed Methane (CBM) 
The policy for exploration and exploitation of CBM was approved 
by Government in July, 1997. CBM operation in this country is being 
undertaken for the first time and will take some times before potential of 
CBM at commercial level is known. The terms and conditions for 
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harnessing of CBM require consultation with the State Government. While 
West Bengal Government has given their consent. Government of Bihar, 
Madhya Pradesh and Gujarat have not been consented so far. The policy 
will be implemented after consultations with State Governments. ONGC 
has undertaken Research & Development projects in West Bengal and 
Bihar for CBM operations. 
Oil Refining and Marketing of Refined Products 
(Downstream Sector) 
As on April 1, 2002, the Indian oil -refining sector had 10 companies 
with 18 refineries and a combined armual installed capacity of 15 mmt. Of 
these 10 companies, RIL is private sector refinery, MRPL a joint sector 
entity and the rest public sector enterprises. ONGC is a recent entrant in 
the refining business and has taken a stake in MRPL. The Indian 
petroleum sector has been under the government control. Keeping the 
consumers and producers' interest, the government decided to decontrol 
the sector in a phased maimer. To maintain viability of public sector 
refineries in the decontrolled regime, the government, in Sep, 2000 decided 
to integrate the pure refining companies with the integrated majors. Post-
restructuring, in the year 2001, the shares of IOC (Indian Oil Corporation) 
and BPCL (Bharat Petroleum Corporation Limited) in India's total refining 
capacity increased up to 41.4 per cent and 15.2 per cent, respectively. 
Marketing of refined products in India is done mainly by 4 PSUs-
lOC (Indian Oil Corporation), HPCL (Hindustan Petroleum Corporation 
Limited), BPCL (Bharat Petroleum Corporation Limited) and IBP (taken 
over by IOC in Feb, 2002). The government has also decontrolled the 
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marketing sector from April 1, 2002, with pricing of products linked to 
import parity prices. While the APM for Liquefied Petroleum Gas (LPG), 
Kerosene (SKO), Motor Spirit (MS) and Diesel (HSD) have been 
dismantled, prices of LPG (domestic) and Kerosene (SKO), Motor Spirit 
(MS) and Diesel (HSD) have been dismantled; prices of LPG (domestic) 
and Kerosene (Public Distribution System) are partially subsidized. While 
the four Public Sector Undertakings account for 91 per cent of total sale of 
petroleum products in India, the balance sale of 9 per cent is accounted for 
by imports/sales by private parties. Amongst the Public Sector 
Undertakings, IOC is the market leader with over 53 per cent market 
share, followed by BPCL and HPCL (20 per cent each). The automotive 
fuel (MS and HSD) accounts for 45 per cent of total consumption and is 
sold primarily through the retail route. Earlier the oil companies used to 
set up the crude oil/ product pipeline network in India. However, to 
facilitate development of major product pipelines in future, the 
government created a new company, Petronet India Ltd. The refiners are 
expected to construct pipelines on their own. In recent past, oil companies 
have undertaken several measures to combat air pollution. Auto fuel 
quality has been improved to enable the automobile industry to comply 
with the prescribed emission norms. 
Moreover summarized information of India's petroleum refineries is 
shown in Table-4.4 
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Table-4.4 
India's petroleum refineries 
Refinery 
Reliance 
Koyali 
Mangalore 
Vizag 
Kochi 
Mathura 
Manali 
Mumbai 
BPCL 
Panipat 
Barauni 
Haldia 
Numaligarh 
Bongaigaon 
Guwahati 
Digboi 
Cauvery 
Tatipaka 
Owner 
Reliance 
Petroleum 
Ltd.(RPL) 
lOCL 
Mangalore 
Refinery and 
Petrochemical 
s Ltd. (MRPL) 
HPCL 
Kochi 
Refineries Ltd. 
lOCL 
CPCL 
HPCL 
BPCL 
lOCL 
lOCL 
lOCL 
Numaligarh 
Refineries Ltd. 
BRPL 
lOCL 
lOCL 
CPCL 
ONGC 
Location 
City 
Jamnagar 
Kyali 
Mangalore 
Viskhapatnam 
Ambalamugal 
Mathura 
Chennai 
Mumbai 
Mumbai 
Panipat 
Barauni 
Haldia 
Numaligarh 
Bongaigaon 
Guwahati 
Digboi 
Cauvery Basin 
Tatipaka 
State 
Gujrat 
Gujrat 
Kamata 
ka 
Andhra 
Pradesh 
Kerala 
Uttar 
Pradesh 
Tamil 
Nadu 
Maharas 
htra 
Maharas 
htra 
Haryana 
Bihar 
West 
Bengal 
Assam 
Assam 
Assam 
Assam 
Tamil 
Nadu 
Andhra 
Pradesh 
Capacity (b/d) 
540,000 
185,100 
180,000 
164,250 
152,000 
156,000 
130,660 
130,085 
120,000 
120,000 
65,800 
61,000 
60,000 
27,110 
19,920 
11,700 
10,000 
2,000 
Source: Penn Well; Ministry of Petroleum and Natural Gas 
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Refinery capacity has been unable to meet domestic consumption of 
refined petroleum products and so the country has had to rely partially on 
imports. This situation has improved with the completion of 970,000 b/d 
of additional refinery capacity between 1998-2000. Noteworthy is the 
tripling of capacity at the Mangalore refinery to 180,000 b/d. Reliance 
Petroleum, owner of the Jamnagar refinery, and also boosted output to 
540,000 b /d in 2001. India's total refinery capacity should be enough to 
make India self-sufficient, but operational problems have forced the 
import of diesel fuel. Plans also exist for construction of over 2.2 million 
b/d of refinery capacity by 2004-06. The goverrmient looking to several 
joint ventures to supply 860,000 b/d of the planned expansion with 
540,000 b /d coming from public service companies. Some of the increased 
capacity will come from additions to existing refineries. The total price tag 
has been placed at about $22 billion. According to Hydrocarbon Vision 
2025, India will need to invest about $58 billion over the next 25 years to 
meet its petroleum product needs. The main focus of a liberalization 
programme that began in the mid-nineties has been greater access to the 
refinery sector for private companies and a green light for joint ventures 
with state-run enterprises. One approach has been tax breaks such as 
granting plants completed by 2003 a five-year tax holiday. Regulatory 
reform has entered into the picture, allowing foreign firms that invest in 
excess of $400 million in refinery operations to sell refined products. The 
reaction by multinationals to these reform efforts has been less than 
enthusiastic. Despite the progress the industry has made on price 
deregulation and greater access to the market, barriers to entry remain as 
state-run firms still have power over the pipelines and distribution 
channels. To that end. Hydrocarbon Vision 2025 recommends a 
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comprehensive, long-term refinery policy to attract more foreign 
participation, suggesting government increase the maximum level foreign 
participation in oil refining from 49 to 74 per cent. It calls on the 
government to adopt more of a hands-policy towards this sector, and 
favors allowing refineries freedom in sourcing crude and utilizing more 
risk management techniques such as commodities hedging. As noted 
above, progress in this direction has been achieved by the recent sell-off of 
BPCL and HPCL, although the details remain to be seen. 
Downstream Processing and Trade 
Fuel oils presently make up the majority of India's refinery output. 
Total refined product from India's refineries has risen about 60 per cent in 
the past decades. A summary of refined petroleum product output in India 
is shown in Table-4.5 
Table-4.5 
Output of Refined Petroleum Products in India, 1990-2000 
(in thousand b/d) 
Refined Product 
Motor Gasoline 
Jet Fuel 
Kerosene 
Distillate Fuel Oil 
Residual Fuel Oil 
Liquefied 
Petroleum Gases 
Lubricants 
Other* 
Total 
Refinery Fuel & 
Losses 
Production Rate 
1990 
83 
39 
116 
382 
185 
40 
11 
190 
1,047 
40 
1991 
82 
36 
115 
380 
183 
68 
10 
223 
1.098 
42 
1992 
80 
36 
114 
373 
207 
81 
8 
228 
1.128 
43 
1993 
83 
37 
114 
373 
205 
87 
10 
221 
1.129 
43 
1994 
96 
43 
110 
402 
198 
89 
10 
248 
1.197 
55 
1995 
104 
46 
112 
450 
191 
105 
12 
229 
1,249 
48 
1996 
110 
46 
132 
479 
204 
109 
12 
240 
1.331 
51 
1997 
114 
47 
135 
477 
214 
111 
11 
287 
1,396 
54 
1998 
123 
44 
134 
511 
292 
55 
12 
289 
1.461 
56 
1999 
142 
50 
119 
713 
227 
75 
13 
304 
1.643 
63 
2000 
179 
54 
176 
835 
243 
129 
n/a 
508 
2,125 
82 
Source: DOC/EI A 
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India is becoming a major global market for petroleum products. 
Consumption of petroleum products rose from 57 million tons in 1991-
1992 to 107 million tonnes in 2000, and forecasts for 2005 put market 
volume at 163. 8 million tone. The India Hydrocarbon Vision 2025 report 
estimates future refinery demand at 668 million tonnes by 2025. There is 
presently a greater demand than can be supplied by the refineries, to make 
up the shortfall, India is importing a large amount of refined products, 
primarily kerosene and distillate fuel Oil. An historic summary of India's 
exports of refined petroleum products is shown in Table-4.6 
TabIe-4.6 
India's Exports and Imports of Refined Petroleum Products, 
1990-2000 
Refined Product 
Motor 
Gasoline 
Jet Fuel 
Kerosene 
Distillate 
Fuel Oil 
Residual 
Fuel Oil 
Liquefied 
Petroleum 
Gases 
Lubricants 
Other* 
Total 
Export 
Import 
Export 
Import 
Export 
Import 
Export 
Import 
Export 
Import 
Export 
Import 
Export 
Import 
Export 
Import 
Export 
Import 
190 
0 
0 
0 
2 
0 
67 
2 
87 
6 
0 
0 
19 
0 
5 
51 
8 
58 
188 
1991 
0 
0 
0 
3 
0 
60 
1 
100 
5 
0 
0 
12 
0 
5 
96 
4 
103 
185 
1992 
0 
0 
0 
1 
1 
89 
1 
126 
17 
0 
0 
8 
0 
8 
48 
2 
68 
234 
1993 
0 
0 
0 
0 
1 
80 
0 
155 
21 
0 
0 
11 
0 
3 
52 
2 
73 
253 
1994 
7 
0 
0 
1 
0 
96 
0 
175 
19 
2 
1 
18 
0 
2 
53 
3 
80 
296 
1995 
0 
0 
0 
2 
0 
85 
4 
283 
13 
22 
1 
22 
0 
1 
63 
10 
81 
424 
1996 
0 
0 
0 
3 
0 
90 
4 
277 
15 
13 
1 
33 
0 
1 
64 
10 
84 
427 
1997 
0 
10 
0 
1 
0 
81 
0 
288 
4 
7 
1 
36 
0 
1 
32 
1 
36 
424 
1998 
1 
9 
1 
1 
5 
116 
5 
241 
4 
14 
1 
44 
0 
0 
20 
1 
36 
425 
1999 
0 
0 
0 
0 
0 
118 
12 
136 
1 
9 
1 
45 
0 
1 
9 
16 
22 
326 
2000 
13 
0 
1 
0 
0 
64 
44 
35 
2 
10 
0 
20 
0 
0 
88 
18 
148 
136 
Source-DOE/EIA 
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Keeping in view the need of enhancing the refining capacity to meet 
the growing demand of petroleum products, a number of grass root 
refineries as well as expansion of existing refineries have been 
commissioned and some are under various stages of implementation. As 
per the current outlook, the refining capacity is expected to go up to 129 
Million Metric Tormes Per Annum by the end of 9th Plan as against the 
estimated demands of products of 110 Million Metric Tonnes. 
Price Deregulation 
Till 1998, the India petroleum sector was controlled by APM, which 
consisted of a number of oil pool accounts for products like diesel, 
kerosene, and LPG to be cross subsidized through higher realizations from 
other products such as MS and Aviation Turbine Fuel (ATF). However, a 
growing oil pool deficit and the need for attracting fresh investments 
resulted in the process of deregulation. 
• Impact of Deregulation: This improved across major refining 
centers from May, 2002 onwards. This is because, product prices 
follows the crude oil price with a lag. Also while the domestic 
refineries were paying lower than import parity prices for crude oil, 
they were getting import parity prices on products sales to the 
marketing companies. There is also a 7.2 per cent duty protection so 
as to ensure a premium over regional margins. 
• Improvement in marketing margins: Marketing's margins are a 
function of retail and procurement price of the product. While the 
market was deregulated from April 1, 2002, the first two-month 
(Apr, May, 2002), did not witness a change in the retail prices 
despite a rise in international prices. However, the ex-refinery prices 
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increased. This affected the marketing margins of the companies. 
Thereafter, from June, 2002, the oil companies were allowed to 
change retail prices every fortnight. Although, this revision was 
subject to a final approval from the government. The margins since 
dismantling of APM have increased significantly. On LPG (For 
domestic sale) and SKO (for PDS), while the retail prices were kept 
fixed, subsidies provided to oil companies were significantly lower 
than the actual outgo for the companies. This negatively impacted 
the profitability of the oil marketing companies. 
• Improvement of earning of downstream companies: Improvement 
in refining margins and marketing margins (partially) and higher 
inventory valuation (Due to high petroleum prices) has resulted in a 
sharp Improvement in profitability across all oil majors. 
In the Union Budget of the year 2002, the government finally 
announced deregulation of the petroleum sector. The key features of the 
policy are as follow: 
• APM to be dismantled with effect from April 1, 2002, 
• Pricing of petroleum products to be market determined, 
• Issue of bonds worth Rs 90bn to oil companies to liquidate there 
receivables from the oil pool account, 
• Private companies to be permitted in distribution, subject to 
specified guidelines, 
• Petroleum regulatory board to be set up to oversee the sector, 
• Subsidy on domestic LPG and PDS kerosene to be provided first the 
Budget. The retail price to vary with changes in international 
market. 
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• Customs duties on non-PDS kerosene reduced from 35 per cent to 20 
per Cent. And increased from 5 per cent to 10 per cent on kerosene 
sold under the PDS scheme. 
• Freight subsidies to continue for LPG and kerosene supplied for 
distant areas 
• LPG, kerosene, auto CNG to attract 16 per cent central value added 
tax (CENVAT) against the earlier 8 per cent 
• Cess on crude oil increased from Rs.900 per tonne to Rs 1,000 per 
tonne and 
• 50 per cent exemption on excise for refineries for tiie States in the 
Northeast. 
Supply and Demand 
The Indian market was characterized by shortages in petroleum 
products. The domestic demand for refined petroleum products increased 
from 55 mmt in FY91 to 91 mmt in the year 1999, a compounded annual 
growth rate (CAGR) of 6.5 per cent. On the other hand, the production of 
refined products increased at a CAGR of 4 per cent over the same period. 
Accordingly, the deficit in the Indian market increased, with India being 
able to meet only 75,6 per cent of its demand in the year 1999 compared to 
91 per cent in the year 1991. The deficit was met by Imports. However in 
FYOO, there was a sharp change in the demand-supply position. This is 
because the sector saw a growth in refining capacity from 69 million tones 
(mt) to 112 mt, a growth of over 62 per cent. A major contributor to this is 
the RIL refinery at Jamnagar, Gujarat, which was commissioned in 1999 
and began commercial production in April 2000.Petroleum product 
demand went up by just 7.2 per cent to 97.1mt in the year 2000. For the 
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year 2002, while product demand declined by 1.5 per cent, the installed 
capacity increased to 115 million tonnes per annum (mtpa). 
Conservations of Petroleum Products 
About 30 per cent of India's energy needs are met by oil, and more 
than 60 per cent of that oil is imported. Given growth in oil demand, oil 
consumption is projected to climb to 3.1 million barrels per day (b/d) by 
2010. The Indian government is encouraging increased production of 
petroleum to reduce its dependence on imported oil. The cost of oil 
imports in 2001 was estimated at $ 11.5 billion, representing nearly one-
fifth of total imports. It is expected that by 2010 almost three-quarters of 
India's oil and gas needs will be met by imports. India draws most of its oil 
from the Bombay High, Upper Assam, Cambay, Krishna-Godavari, and 
Cauvery basins. The aging Bombay High Field, Embracing India's largest 
producing fields, is in the firm grip of the giant state-owned ONGC, which 
has dedicated $ 1.8 billion to an enhanced recovery programme the most 
productive crude oil source. The Bombay High fields produced a total of 
about 320,000 b /d in 2001. This is a decline from a production level of 
454,000 b /d in 1995. The new recovery program, which involves drilling 
145 new wells and the laying of about 245 kilometers of sub-sea pipeline, 
will be completed in 2006.An historical summary of petroleum production 
and consumption in India is shown in Table.4,7 
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Table-4.7 
Petroleum Production and Consumption in India, 1990-2002 
(in thousand b/d) 
Production 
Production 
(Crude Oil 
only) 
Consumption 
1990 
682 
660 
1168 
1991 
639 
615 
1190 
1992 
602 
561 
1275 
1993 
578 
534 
1311 
1994 
651 
590 
1413 
1995 
770 
704 
1575 
1996 
751 
651 
1681 
1997 
780 
675 
1766 
1998 
761 
661 
1844 
1999 
765 
653 
2031 
2000 
7770 
646 
2127 
2001 
782 
642 
2184 
2002 
819 
665 
2185 
*includes crude oil, nahiral gas plant liquids, otiier liquids, and refinery processing gain 
Source: DOE/EIA 
Disinvestment in Oil Sector 
To overcome the severe balance of payment crisis of 1991, the 
government of India took resort to the International Monetary Fund (IMF) 
and World Bank prescriptions to bail out its ailing economy. The 
liberalization process which had been started earlier (at least in 
hydrocarbon sector) was accelerated and extended to other sectors of the 
economy in the name of structural adjustment process (SAP). The main 
feature of SAP was (i) privatization and (ii) opening up of economy to 
foreign companies. However, much before this exercise, the petroleum 
sector was opened to foreign companies. Though the declared policy of the 
government of the post independent India was to develop this vital 
industry under public sector, in actual practice, the industry since its 
inception was very much dependent on foreign technology, capital and 
even on expert persormel. 
The Public Sector Undertakings in the Petroleum sector have been 
attached in the disinvestment process since the beginning in the year 1991-
92. Initially disinvestment was done through the auction method. 
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Subsequently government also disinvested through public offer on a fixed 
price basic. Pursuant to the commitment made in the Common Minimum 
Programme, the Government established a Disinvestment Commission in 
August, 1996 and referred 50 Public Sector Undertakings to it. Till date, the 
Commission has rendered advice on disinvestment of Government equity 
from Public Sector Undertakings of Petroleum Sector, viz. GAIL, IOC, 
BRPL, EIL etc. Government of India have since decided to grant enhanced 
autonomy and delegation of power, under ' Navratna' scheme, to a few 
selected Public Sector Undertakings, including ONGC, GAIL, IOC, BPCL, 
and HPCL in the oil sector. This includes, inter-alia, power to incur capital 
expenditure on purchase of new Items or for replacement, without any 
monetary ceiling. The erihanced power will, however, be subject to, among 
other things, the condition that no financial support or contingent liability 
on the part of the Government should be involved. The Indian government 
approved in September 2000, the restructuring of the oil sector wherein it 
armoimced its decision that all stand-alone refineries would now be 
converted into subsidiaries of industry giants. This meant that all the small 
refining companies would then be merged into the bigger entities, thus 
streamlining the entire industry. The government approved the proposal 
to restructure four stand-alone refineries would now be converted into 
subsidiaries of industry giants. This meant that all the small refining 
companies would then be merged into the bigger entities, thus 
streamlining the entire industry. The government approved the proposal 
to restructure four stand-alone refineries: CPCL (Chennai Petroleum 
Corporation Ltd), KRL (Kochi Refineries Ltd), BRPL (Bongaigaon 
Refineries and Petrochemicals Ltd.) and NRL (Numaligarh Refineries 
Ltd.).Under the restructuring plan, CPCL and BRPL were to become 
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subsidiaries of the IOC (Indian Oil Corporation) Ltd, while NRL and KRL 
would be the subsidiaries of the BPCL (Bharat Petroleum Corporation 
Ltd). The process of restructuring was to be completed by the end of 2000. 
This move was expected to be completed by April 2002. The government 
sets the prices for four petroleum products under the APM, but this 
control will no longer be with it in the years' to time. 
Government will bring down its equity in 12 oil sector Public Sector 
Undertakings to 26 per cent of the 12 Public Sector Undertakings; the 
government will complete the sale of four stand alone refineries before 
March 2000 to BPCL and IOC. Besides, the government has already 
announced that it will not reduce its stake below 51 per cent in GAIL (Gas 
Authority of India Ltd.) IOC and ONGC. The rest, which includes BPCL 
(Bharat Petroleum Corporation Ltd) and HPCL (Hindustan Petroleum 
Corporation Ltd.) it, would be decided on a case to case basis. 
There is a serious difference of opinion between the petroleum 
ministry and the department of disinvestment over the eligibility criteria 
for companies, which want to bid for the IBP stake. The difference has 
arisen over the foreign companies, which want to qualify for bidding 
under the category of those, who 'intend' to invest Rs 20 billion ($ 434.78 
million) in the petroleum sector in the future. The petroleum ministry is of 
the view that the policy objective of throwing open marketing rights was 
to use it as an incentive to attract investment in refineries and oil 
exploration. It has, therefore, taken the stand that investment in market 
related activities should not be included in the Rs 20 billion ($434.78 
million) eligibility criterion. Such a step would contradict the very 
rationale of the policy. The department of disinvestment, on the other 
hand, is reported to be the view that even investments in market related 
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activities should be included towards the overall investment eligibility 
criterion. They hope to attract more bidders and thereby get a better price 
for the IBP stake with this more liberal approach. The 'intended' 
investment criterion has also thrown up the issue of having a foolproof 
way of ensuring that Rs 20 billion ($434.78 million) is actually invested in 
the future. The petroleum ministry is of the view that the potential investor 
should furnish a bank guarantee to fulfill this objective. But the 
department of disinvestment appears to be of the opinion that no company 
will offer such a large bank guarantee. 
Conclusion 
In order to conclude the above study the researcher view that the 
liberalization policies followed so far has not shown any positive result in 
exploration and production sector. So in the eighties, the govermnent 
decided to invite private companies in the refining sector. The 
disinvestment of oil industries changes the performance of oil industries. It 
is widely believed that Public Sector Enterprises 'have shown respectable 
profitability ratio (gross profits to capital employed) it was mainly on 
account of the surpluses of the petroleum sector enterprises whose pricing 
includes an element of taxation. The profitability ratio has improved since 
the 1980s even excluding the petroleum sector enterprises - clear evidence 
of improvement in financial performance of Public Sector Undertakings. 
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Chapter (^we 
Chapter-v 
Financial Performance of Oil Sector in India: Study 
of few selected units 
The previous chapter has covered a detailed account regarding the 
evolution of Indian petroleum industry and highlighted the performance 
of different segments of this industry. In order to make research more 
fruitful the researcher has selected few major oil producing Organisations 
to study the Impact of disinvestment policy on profitability of Public 
Sector Undertaking. However the present chapter is devoted to analyze 
the financial performance of five selected oil organisations pre-and-post 
disinvestment period. 
The primary objective of a business undertaking is to earn profits. 
Profit earning is considered essential for the survival of the business. A 
business needs profits not orily for its existent but also for its expansion 
and diversification. The investor want an adequate return on their 
investments, workers want higher wages and incentives, creditors want 
higher security for their interest and loan and so on. The business 
enterprise can discharged its obligations of the various segments of society 
only through earnings of profit. 
A number of Public Enterprises came in to existence because the social 
internal rate of return and social benefit cost ratio were positive, then 
private profitability was negative. Moreover most of the public sector 
enterprises were not expected to maximize profits. These investment 
decisions by themselves do not create any problem for evaluation of 
performance. However the instrument (i.e. the accounting system) that 
was chosen to evaluate the performance was borrowed from the private 
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sector. And this accounting system judge's performance on single criteria 
is profit. The public sector enterprises performance, therefore, came to be 
evaluated based on their financial profitability and efficiency. 
Before discussing the tools for measuring efficiency, first, the 
researcher would like to define what efficiency, is? The fundamental 
promise for public enterprises is that it should function effectively. 
However, there are different views about meaning of efficiency and its 
measurement in case of public enterprisers. It has been observed that 
efficiency is the amount of return product on the capital employed while 
other have defined efficiency as the ability of an industry or an 
organization to produce the deserved result with the minimum efforts, 
expenses and wastes. It is the shortest path or the cheapest means towards 
the deserved goal when ones say some things is efficient. In other words 
efficiency is related with resources consumed. 
Primarily, efficiency is an input, output relationship, in case of 
several inputs, standard of output are laid down and compared with the 
actual performance. Action without delay is the secret of efficiency. In 
different cases efficiency is a relative concept. There cannot be a state of 
efficiency without someone having declared a standard of target. 
Efficiency cannot be judged unless there is a set of standards of 
performance based on the previous experience. A company may set its 
own standard of output for each input and targets of achievement for each 
discipline but whether the level of standard is correct or wrong, it is very 
difficult to determine. It may be a similar situation in other places or in the 
same place over a period of time. There are various terms which are 
considered as synonymous with efficiency. Therefore, it is essential to 
distinguish them clearly before a discussion of measurement starts. 
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Efficiency and Profitability 
Profitability does not seem to be synonymous with efficiency, but it 
is correct and consistent index of efficiency. It is also regarded both as a 
measure of efficiency and management guide to greater efficiency. There is 
no doubt that profitability is an important yardstick of the efficiency of an 
organization but the extent of profitability cannot be taken as the final 
proof of efficiency. Sometimes satisfactory profits can go with in efficiency, 
and conversely, a proper degree of efficiency can be accompanied by an 
absence of profit. The net profits figure simply reveals a satisfactory 
balance between the value received and the value given. The change in the 
efficiency figure is one of the many factors on which the profitability of 
enterprises largely depends. 
Measurement of Efficiency 
An organization or company can know its efficiency by examining 
the predetermined objectives and the extent to which they have been 
fulfilled and with what amount of resources. A company is said to be more 
efficient if it has achieved its objectives with minimum efforts. In a 
company where earning of profit is the main objective of its establishment, 
its efficiency can be shown on the basis of the profit earned and the 
dividend distributed among the shareholders. As regards Indian oil sector 
as a commercial undertaking, we should know the cost of what it sells in 
order to measure the efficiency. But there is no single index that can 
represent the efficiency of all working areas of the oil sector. So it is 
essential to watch a number of indices on various aspects of the oil sector 
activities. 
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Criteria of Measxiring Efficiency 
The basic difficulty in measuring efficiency is the selection of 
criteria. The criteria which applied to private enterprises can not be 
applied incase of public enterprises, because the goal in private enterprises 
is to earn more and more profit. As against it, public enterprises are 
normally not based entirely on the profit motive but may have some other 
aims and objectives like social, political etc. Funds are invested in various 
assets in business to make sale and earn profits. The efficiency with which 
assets are managed directly affected to the volume of sales. The better 
management of assets, the larger is the amount of sales and the profits. 
Efficiency ratios measure the effectiveness with which an enterprise 
manages its resources or assets. The management of a business firm wants 
to know whether the performance of its business is going as per its 
schedule or not. With this objective efficiency ratio may be calculated: 
Efficiency Ratio = Standard laid down by management 
XlOO 
Result achieved 
Thus, efficiency ratio shows the trend of efficiency attained during a 
particular period. If this ratio is 130 per cent than it shows that the 
efficiency has gone up by 30 per cent. 
Moreover to comment upon the efficiency with which the liquid 
resources are being used by an enterprises. The liquidity ratio and current 
ratio may be calculated: 
Liquidity Ratio 
Liquidity Ratios are used to judge the ability of a concern to meet 
short-term obligations by realizing amounts from current, floating or 
circulating assets. The current assets should either be liquid or near 
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liquidity. These should be convertible into cash for paying obligations of 
short-term nature. The sufficiency or insufficiency of current assets is 
assessed by comparing short-term obligations, and then it is meant that 
liquidity position is satisfactory. On the other hand, if short term 
obligations may not be easily met out of short-term recourses them 
liquidity position is not satisfactory. These ratios are used to judge the 
short-term financial condition and performance of a business enterprise. 
The measure the liquidity by Indian oil Industry, the following ratios can 
be calculated with the help of various annual reports of oil organisations. 
Current Ratio 
Current Ratio is the relationship between current assets and currents 
liabilities. This ratio is also known as working capital Ratio. It is generally 
an acceptable measure of short-term solvency as it indicates the claims of 
short-term creditors which are covered by assets that are likely to be 
converted into cash in a period to the maturity of the claim. This 
relationship is of prime importance to the short-term creditor since it gives 
an indication of a borrower's abUity to meet his current obligations. 
The current Ratio is computed by dividing total current assets by 
total current liabilities. Current assets namely include cash, cash at bank, 
marketable securities, sundry debtors, account receivable, short-term 
investment, inventories, work in progress, prepaid expenses etc. and 
current liabilities consist of outstanding expenses, bill payable, sundry 
creditors, short-term advances, and income tax payable, divided payable 
and bank overdraft etc. thus there are two basic components of this ratio 
its current assets and current liabilities. 
Current Ratio = Current Assets 
Current Liabilities 
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A higher Current Ratio is an indication that the position of 
enterprise is liquid and has the ability to pay its current obligations in time 
and when they become due on the other hand a low Current Ratio 
represents that the liquidity position of the enterprise is not good and the 
enterprises is not able to pay its current obligation in time. 
Measurement of Profitability 
Profitability is a measure of efficiency and the search for it provides 
incentives to achieve efficiency. The operational efficiency of the business 
and its ability to ensure adequate return to its shareholders depends 
ultimately on the profit earned by it. Profitability is indicated by the 
capacity of management to generate surplus in the process of business, 
whereas in the public sector undertaking, it is not only the profit but also 
to meet the social responsibilities. 
Criteria of Measuring Profitability 
The criteria for measuring the profitability, depends upon the 
purpose of business concern. From industrial management point of view 
the ratio analysis technique is the best tools to analyze the financial 
performance of the Organisation. In order to measure the efficiency of 
Organisation there may be inter firm and intia firm comparison and 
analysis. Ratios also provide a bird's eye view of the financial conditions of 
the industry. The ratio of net profits to equity capital (or net worth) may be 
appropriate, but it may be unsuitable to measure a Public Sector 
Enterprises contribution to the economy, for many reasons. One, Public 
Sector Enterprises usually have a high depreciation cost since they have to 
invest not only in plant and machinery, but also on social overhead capital, 
for which budgetary provisions are made. Second, capital structure of 
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public sector enterprise is not aimed to maximize return on shareholders' 
investment, but provision of goods and services that the market has not (or 
inadequately) succeeded in supplying - the argument of "missing 
market". Third, very often Public Sector Enterprises start with a high 
proportion of debt as government expects a certain interest on its loans. 
When the enterprise commences production it is often saddled with a high 
debt-equity ratio, which is usually renegotiated to make the enterprise 
commercially viable. Finally, for the economy, what matters is not the 
capital structure but return on total capital employed. Thus, gross profit to 
total capital employed is suitable for measuring the profitability of public 
sector undertaking. Generally, profitability ratios are calculated either in 
relation to sale or in relation to investment. The various profitability ratios 
are given below: 
Gross Profit Ratio 
Gross profit ratio may be defined as the relationship between gross 
profit and net sale or income from operations. It measures overall 
efficiency of the enterprise. Higher the ratio the better it is. A low ratio 
indicates unfavorable trends in the form of reduction in selling prices not 
accompanied by proportionate decrease in cost of production. 
The Gross Profit should be adequate to cover fixed expenses 
dividend and building up of reserve. An important factor will affect the 
ratio of gross profit to sale or income from operations is that the practice of 
increasing or reducing the sale price of goods sold by "markups" and 
"mark down". It is important that a business keeps up its margin of gross 
profit; otherwise it may not cover its operating expenses and thus provide 
an adequate return to proprietors. In many enterprises there is more or less 
recognized gross profit ratio and experience will indicate whether the ratio 
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of the enterprises being and used is satisfactory or not. The gross profit 
ratio is calculated as 
Gross Profit 
Gross Profit Ratio = 
Net Sales/Income from operation 
Net Profit Ratio 
Net Profit Ratio establishes a relationship between net profit (after 
tax) and income from operations and indicates the efficiency of all the 
department of the enterprise. This ratio is very useful to the proprietors 
and prospective investors because it reveals the overall profitability of the 
enterprise. This ratio is very useful because if net profit is not sufficient, 
the enterprises will not be able to achieve a satisfactory return on its 
investment. It also indicates the enterprise capacity to face adverse 
economic conditions obviously, higher the ratio the better is the 
profitability. This is calculated as: 
Net Profit after tax 
Net Profit Ratio = 
Net Sale/Income from operation 
This ratio measures the performance and efficiency of the enterprise. 
A higher ratio is an indication of the good performance and low ratio is a 
indication of bad performance. 
Operating Ratio 
Operating Ratio establishes the relationship between cost of goods 
sold and other operating expanses on the one hand and the net sales or 
income from operation on the other. In other words it measures the cost of 
operations per rupee of sales. This is the most general measure of 
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operating efficiency and is important to management in judging its 
operations. This is also calculation yardstick of operating efficiency. It is 
calculated by dividing operating costs by net sales or income from 
operations. 
Operating Cost 
Operating Ratio ^^^ g^j^^/ income from operation 
Debt Equity Ratio 
Debt Equity Ratio is also known as External- Internal equity ratio. It 
is calculated to measures the relative claims of outsiders against the assets 
of enterprise. This ratio indicates the relationship between the external 
equities or outsiders funds and the internal equities on the shareholders 
funds. The two basic components of the ratio are outsider's funds or 
external equities and shareholder's funds or internal equities. The 
outsiders' funds include all debt/ liabilities to outsiders, whether long-
term or short term or whether in the form of debentures, bonds, mortgages 
or bills. The shareholders' funds consists of equity share capital, 
preference share capital, reserves, revenue reserves and reserves 
representing accumulated profits and surpluses like reserves for 
contingencies, sinking fund, etc. The accumulated losses and deferred 
expenses should be deducted from the total to find out shareholder's 
funds. A low ratio is considered favorable from the long term creditor's 
point of view because a high proportion of owner's funds provide a larger 
margin of safety for them. A high debt equity ratio indicates that the 
claims of outsiders are greater than those of owners and it gives a lesser 
margin of safety. This ratio is calculated: 
Outsiders fund 
Debt Equity Ratio = 
Share Holder Funds 
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Earning Per Share 
Earning per share is a yardstick of the financial performance of the 
enterprise. The prospects of the enterprise are affected by earning per 
share. If earning per share increases, there is a possibility that enterprise 
may pay more dividend or issue bonds share which lures the investors to 
invest more and more. Earning per share is calculated by dividing the net 
profit after tax by the total number of equity shares. 
Net profit after tax 
Earning Per Share = 
No. of Equity Share 
Return on capital Employed (ROCE) 
It indicates how well a company has used the long-term funds 
invested by the owners and creditors. The higher the ratio, the more 
efficient the enterprise is using its funds. 
^QQ^ = Profit before Int. & Tax x 100 
Invested Capital 
Return on Net worth (RONW) 
This ratio indicates how profitably the shareholders funds have been 
utilized by the enterprise. In other words, this ratio shows the degrees to 
which the firm is able to convert operating profit into an after tax profit 
that eventually. 
MP ATT 
RONW= xlOO 
Net Worth 
150 
However these are ratios which may be used to analyze the 
efficiency and profitability of an enterprise. With the help of these ratios 
the researcher analyzes the efficiency and profitability of selected oil 
producing enterprises like IBP Limited, Oil and Natural Gas Corporation, 
Indian Oil Corporation, Oil India Limited and Bharat Petroleum 
Corporation Limited pre and post disinvestment period. 
1. IBP Company Limited 
IBP Company Limited (IBP) was first incorporated in Burma in 1909 
and later in India in 1942. The company was taken over by Government of 
India in 1970 and was made a subsidiary of Indian Oil Corporation. In 
1972, IBP was demerged and established with its own identity under the 
Ministry of Petroleum and Natural Gas. As a backward integration move, 
IBP set up a plant for lube blending which was later transferred to a joint 
venture company formed with Caltex Oil Corporation. As part of the same 
backward integration move, the company is also in the process of setting 
up the Numaligarh Refinery Limited jointly with Bharat Petroleum 
Corporation Limited and Government of Assam. IBP is also in the process 
of setting up a joint venture for the provision of terminal ling services 
within the country. 
Areas of Concern 
Insignificant market share: The market share of IBP is only 5 per cent as 
against 55 per cent of Indian Oil Corporation. In market determined 
pricing mechanism scenario, the market share could shrink further due to 
the entry of new entrants. 
151 
Lack of adequate infrastructural facilities; IBP lacks certain marketing 
related infrastructural facilities when compared to other oil marketing 
companies. It does not have exclusive control over pipelines/ port 
facilities. At present, these facilities are availed from other Public Sector 
Undertakings. In a decontrolled scenario, these may not be available to the 
company. 
Large investments: Ahead mechanism era, the company will need 
significant funds to expand the existing retail outlets and for setting up 
additional storage and terminal ling facilities. 
Recommendation by Disinvestment Commission 
The key points which emerge from the above analysis are: 
• New sector investments in the petroleum sector which will reduce 
the erstwhile dominance of the public sector; 
• The phasing out of the Administered Price Mechanism over a two-
three year period as announced by Government will considerably 
enhance the contestability in the oil industry as a whole; 
• IBFs principal business activity is marketing of petroleum products 
which contributed to more than 90 per cent of its turnover and net 
profits in the past. This is expected to continue in the future too. 
When compared with other oil-sector Public Sector Undertakings, 
IBFs share in the marketing of petroleum products is relatively low 
at 5 per cent and its operations are not currently backward 
integrated. In terms of number of retail outlets, IBP is also relatively 
smaller. 
On the basis of the above, the Commission recommends that 
Government's disinvestment could exceed 51 per cent. However, 
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considering IBFs existing linkages with other oil-sector Public Sector 
Undertakings and the relative's importance of the oil sector as a whole, the 
Commission recommends that Government should continue to hold a 
minimum of 26 per cent in the equity of the company. The Commission 
has evaluated various modalities of disinvestment in case of IBP. Given 
IBFs current competitive position vis-^-vis other companies in the oil 
sector and considering its competitive position in a de-controlled scenario, 
the need to induct a strategic partner who could bring in new strengths is 
clearly evident. This is especially needed in a situation when the annual 
requirements of petroleum products will not be available on an assured 
basis as is currently the case under the SPE arrangement. IBP needs to 
make arrangements for assured access to products in such a scenario. In 
addition, the ability to raise resources and invest in new projects to meet 
the challenges of competition will also be an important factor. 
In the light of the above, the Commission finds it difficult to 
understand the recent reported decision of Government to permit IBP to 
go for a public issue to rise about Rs. 60 crores and consequently bring 
down Government's direct holding to 51 per cent. 
The Commission would therefore recommend that the decision on 
the proposed public offer by IBP be reviewed and 33.9 per cent of 
company's equity be offered to a strategic buyer while retaining 26 per 
cent by the Goverrunent. This stake of 33.9 per cent may be offered to an 
Indian oil company or joint sector oil company or foreign oil companies 
through an international global bidding process. 
The disinvestment through strategic sale may be undertaken on the 
following lines: 
• Government may offer to the strategic buyer upto 33.9 percent of the 
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company's equity out of Government holding of 59 per cent. 
• In accordance with SEBI's take over code, the strategic buyer has to 
acquire shares from the public also. Ha can, if ha so desires, acquire 
the Government offer of 33.9 per cent in addition to what he may 
take from the public offer. 
• In case the strategic buyer wants to acquire less than 33.9 per cent of 
Government shares after acquiring the public shares, he may do so. 
In such a case. Government may sell the remaining shares out of the 
33.9 percent of the initial to equity funds, multilateral institutions 
and others at the accepted bid price for the strategic sale as 
suggested as suggested by the Commission so that Government's 
holding falls to the stipulated level of 26 per cent. 
IBP has substantial investments in a number in ventures and has 
also a subsidiary in Balmer Lawrie which would be an added attraction for 
strategic buyers. The Commission would, at this stage not recommend any 
restructuring of the company to improve valuation. However, the financial 
advisers appointed for this sale will have to value these investments in 
joint ventures and subsidiaries before fixing a reserve price. The producer 
for appointing financial advisers as well as inducting strategic partners has 
been outlined by the commission. 
Disinvestment in IBP Limited 
The equity capital of IBP as 31''t March, 1997 was Rs.22.14 crores. 
This has gone up from Rs.14.76 crores as at 31^ * March, 1996 due to a bonus 
issue of 1:2 in FY'97. The shareholding pattern of IBP as at 31^ * March, 1997 
was as follow: 
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Table 5.1 
Shareholding pattern 
Shareholder 
Government of India 
Fin. Institution & Banks 
Employees 
Non-residents 
Others 
Total 
%holding 
59.6 
23.0 
1.00 
0.40 
16.0 
100 
Sources- Compiled from various web site 
After the decision of disinvestment Government of India (GOI) 
finalized strategic sale of 33.58 per cent of equity out of Government 
holding of 59.58 per cent on 5.02.2002. The equity of the company is 
Rs.22.15 crore, out of which Government shares of Rs. 13.20 crore. The 
equity sold to strategic partners work face value Rs. 7.44 crore. The 
efficiency and profitability of IBP Limited pre and post disinvestment 
period are analysis with the help of following ratios: 
Table-5.2 
Current Ratio of IBP Limited 
Year 
Pre Disinvestment 
Year 
Post Disinvestment 
1997 
1.99 
2002 
0.81 
1998 
1.74 
2003 
0.87 
1999 
1.33 
2004 
0.86 
2000 
1.30 
2005 
0.79 
2001 
1.16 
2006 
0.54 
Source- Various Annual Reports Of IBP Limited 
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Figure-5.a 
Above table 5.2 shows that there has been a decUne in current ratio 
of IBP Limited during 1997 to 2006. This declining behaviour has 
continued even after disinvestment i.e. 2002. In 1997 the current ratio was 
1.99:1 which decreased to 1.16:1 in the year 2001. Thereafter in the year 
2002 it was recorded 0.81:1 and further decline to 0.54:1 in 2006. As a 
conventional rule a current ratio of 2:1 (i.e., current assets twice to current 
liabilities) or more is considered to be a satisfactory measure of the 
liquidity of the firm. Thus, the result of pre-and-post disinvestment period 
indicates that after disinvestment of IBP Limited its current ratio has 
shown negative results. 
Table -5.3 
Gross Profit Ratio of IBP Limited (as percentage of Sales) 
Year 
Pre Disinvestment 
Year 
Post Disinvestment 
1997 
2.09 
2002 
3.78 
1998 
2.19 
2003 
1.61 
1999 
1.90 
2004 
3.12 
2000 
1.82 
2005 
0.61 
2001 
1.72 
2006 
0.23 
Source- Various Annual Reports Of IBP Limited 
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Figure-5.b 
Table- 5.4 
Net Profit Ratio of IBP Limited (as percentage of Sales) 
Year 
Pre Disinvestment 
Year 
Post Disinvestment 
1997 
0.65 
2002 
2.3 
1998 
0.67 
2003 
1.00 
1999 
0.62 
2004 
2.00 
2000 
0.61 
2005 
0.43 
2001 
0.64 
2006 
0.07 
Source- Various Annual Reports Of IBP Limited 
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Table-5.5 
Operating Profit Ratios of IBP Limited (as percentage of Sales) 
Year 
Pre Disinvestment 
1997 
2.38 
1998 
2.49 
1999 
2.20 
2000 
2.33 
2001 
2.11 
Year 
Post Disinvestment 4.19 
2003 
2.12 
2004 
3.51 
2005 
1.02 
2006 
0.46 
Source- Various Annual Reports Of IBP Limited 
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Figure-5.d 
The data set out in table 5.3, 5.4, 5.5 shows the profitability of IBP 
limited in relation to sales. The gross profit, net profit and operating profit 
of IBP Limited as percentage of sales has not shown impressive results, 
even after disinvestment in the year 2002. The gross profit which was 
recorded 2.09 in the year 1997 declined to 1.72 in the year 2001. Whereas it 
was 3.78 in the year 2002 (the year of disinvestment) further decline at 
higher rate i.e 0.23 in the year 2006. In the same way the net profit has also 
reduced from 2.3 in the year 2002 to 0.07 in the year 2006, but it was stable 
from 1997 to 2001. The operating profit, which shows the operating 
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efficiency of an Organisation, has also shown gloomy picture. Between 
1997 to 2001 the operating profit as percentage of sales was also stable in 
the range of 2 percent of sales. In the year 2002 it has shown improved 
performance, when it was recorded more than 4 percent, which recorded 
to less 1 per cent in 2006. 
The data setout in above tables and graphs clearly indicates the 
gross profit, net profit and operating profit ratio of IBP Limited have 
shown may unfavorable results, even after disinvestment of this 
Organisation in the year 2002. The operating efficiency of the IBP Limited 
has declined at a higher rate during the period under review. 
Table- 5.6 
Debt Equity Ratio of IBP Limited 
Year 
Pre Disinvestment 
Year 
Post Disinvestment 
1997 
1.71 
2002 
" 
1998 
1.73 
2003 
" 
1999 
1.79 
2004 
-
2000 
1.83 
2005 
-
2001 
1.19 
2006 
0.49 
Source- Various Annual Reports Of IBP Limited 
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Table-5.7 
Return on capital Employed of IBP Limited 
Year 
Pre Disinvestment 
1997 
31.42 
1998 
36.15 
1999 
34.93 
2000 
36.57 
2001 
38.95 
Year 
Post Disinvestment 
2002 
71.62 
2003 
28.31 
2004 
53.14 
2005 
12.59 
2006 
5.47 
Source- Various Annual Reports Of IBP Limited 
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Table-5.8 
Return on Net worth of IBP Limited 
Year 
Pre Disinvestment 
1997 
9.83 
1998 
11.06 
1999 
11.36 
2000 
12.29 
2001 
14.69 
Year 
Pre Disinvestment 
2002 
43.89 
2003 
17.59 
2004 
34.29 
2005 
8.93 
2006 
1.87 
Source- Various Annual Reports Of IBP Limited 
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Table-5.9 
Earning Per Share of IBP Limited 
Year 
Pre Disinvestment 
Year 
Post Disinvestment 
1997 
11.53 
2002 
88.40 
1998 
14.25 
2003 
39.62 
1999 
15.91 
2004 
96.92 
2000 
18.83 
2005 
26.58 
2001 
24.48 
2006 
5.62 
Source- Various Annual Reports Of IBP Limited 
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Data mentioned in table 5.6 to 5.9 shows the solvency of IBP Limited 
in the form of debt equity ratio, return on capital employed, and return on 
net worth and earning per share. The debt equity ratio shows the 
combination of debt and equity in capital structure of IBP Limited. The 
debt equity combination of IBP Limited between 1997 to 2001 was 
acceptable combination, which was 1.71:1 and 1.19:1 respectively. There 
after it declined to 0.49:1. This ratio is not acceptable ratio and indicated 
inefficiency of management. 
Return on capital employed was recorded 31.42 percent in the year 
1997 and 38.95 per cent in the year 2001, during this period return on 
capital employed was stable. Thereafter in the year 2002 return on capital 
employed was highest i.e71.62 per cent and declined at a higher rate, to 
5.47 percent in the year 2006. In the same way return on net worth has also 
declined from 43.89 in the year 2002 to 1.87 per cent in the year 2006. 
Subsequently earning per share decreased from more than Rs. 88 to 
less than Rs. 5.62 per share. Whereas between 1997 to 2001, the era of pre 
disinvestment, the earning per share rose from Rs 11.53 to Rs. 24.48 per 
share. 
The result of solvency of IBP Limited during the period under 
review (pre-and post disinvestment period) shows that the management of 
IBP Limited has not utilized its resources properly for generating the profit 
for the business firm. 
2. Oil & Natural Gas Corporation Limited (ONGC) 
The Oil and Natural Gas Directorate was formed in 1955 to explore 
and develop the oil and natural gas resources in the country. As the 
structure of the Directorate was found to be inadequate for the effective 
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execution of the task of oil exploration and production (E&P) it was 
converted into a statutory body the Oil and Natural Gas Commission in 
October, 1959 by an Act of Parliament. In 1994, it was incorporated as a 
public limited company under the Companies Act as Oil and Natural Gas 
Corporation Ltd. (ONGC). ONGC's principal activity is the exploration 
and production of crude oil and natural gas which constituted about 73 
per cent and 23 per cent respectively of its turnover of about Rs. 13000 
crores in financial year 1996. In financial year 1994, the government 
disinvested 2 per cent of its shares to mutual funds, financial institutions, 
etc. In the same year, ONGC also issued 2 per cent of its shares to 
employees. According to the current share holding pattern, Government 
holds 96 per cent of the share capital of Rs. 1426 crores. 
Table-5.10 
Shareholding pattern 
Name of the holder(s) 
President of India 
Indian Oil Corporation Ltd. 
Gas Authority of India Ltd. 
Life Insurance Corporation of 
India 
Europacific Growth Fund 
No. of Shares 
1,05,71,60,451 
10,96,53,905 
3,42,66,845 
1,96,29,620 
2,42,26,043 
Percentage 
74.14 
7.69 
2.40 
1.38 
1.70 
Category 
Indian 
Promoter 
Other Govt. 
Company 
- do --
Insurance 
Company 
Areas of Concern 
Lack of Managerial Autonomy: Considering the size of the company and 
its scope of operations, the delegation of powers to ONGC is inadequate. 
Due to this, a number of potentially viable projects were affected due to 
delays in decision making. 
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Declining Levels of Reserve Replacement Reserves: For any exploration 
and production (E&P) company, it is essential that it is able to replace its 
production of hydrocarbons with new discoveries and the absence of any 
major find in recent years is a cause of concern for ONGC. 
Recommendations by Disinvestment Commission 
In recent times, investor perception of ONGC has not been very 
good. Some of the important contributing factors are listed below. 
1. Low and declining Reserve Replacement Ratio due to no new 
significant discovery of reserve since 1987. 
2. Through administrative pricing will be gradually phased out, the 
full realization of international oil prices would be possible only 
after 2002. 
3. General negative investor perception for PSU stocks arising from 
recent crossholding exercises in the hydrocarbon sector. 
In the light of the above, the commission fells that there is urgent 
need for improving investor image of ONGC prior to disinvestment. The 
commission recommends that the disinvestment in ONGC should be 
deferred until the investor confidence in ONGC improves. The 
Disinvestment in ONGC is considered after the organizational changes are 
in position and the new pricing policy is known. That would be the time to 
clearly assess ONGC's own requirement of funds and to plan the 
disinvestment of Goverrunent shares and the company's IPO requirement 
in a coordinated matter. Any disinvestment prior to this could result in a 
loss to the exchequer, as an announcement regarding the dismantling of 
APM would significantiy improve share values. The Commission would 
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review the position from time to time and make its recommendations at 
the appropriate time. 
Disinvestment in Oil & Natural Gas Corporation Limited 
(ONGC) 
The liberalized economic policy, adopted by the Government of 
India in July 1991, sought to deregulate and de-license the core sectors 
including petroleum sector) with partial disinvestments of government 
equity in Public Sectors Undertakings and other measures. As a 
consequence thereof, ONGC was re-organized as a limited Company 
under the Company's under the Company's Act, 1956 in February 1994. 
After the conversion of business of the erstwhile Oil & Natural Gas 
Commission to that of Oil & Natural Gas Corporation Limited in 1993, the 
Government disinvested 2 per cent of its shares through competition 
biding. Subsequently, ONGC expanded its equity by another 2 per cent by 
offering shares to its employees. During March 1999, ONGC, Indian Oil 
Corporation (IOC), a downstream giant and Gas Authority of India 
Limited (GAIL), the only gas marketing company, agreed to have cross 
holding in each other's stock. This paved the way for long-term strategic 
alliance both for the domestic and overseas business opportunities in the 
energy value chain, amongst themselves. Consequent to this the 
Government sold off 10 per cent of its share holding in ONGC to IOC and 
2.5 per cent to GAIL. With this, the Government holding in ONGC came 
down to 84.11 per cent. In the year 2002-03, after taking over MRPL from 
the AV Birla Group, ONGC diversified into the downstream sector. 
The efficiency and profitability of ONGC pre and post disinvestment 
period are analysis with the help of following ratios: 
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Table-5.11 
Current Ratio of Oil & Natural Gas Corporation Limited 
Year 
Pre Disinvestment 
Year 
Post 
Disinvestment 
1995 
2.92 
1990 
1.70 
1996 
2.88 
1997 
2.35 
1991 
2.14 
1992 
1.85 
1993 
2.19 
1994 
1.66 
1998 
1.77 
1999 
1.82 
2000 
2.36 
2001 
2.89 
2002 
2.62 
2003 
2.45 
2004 
2.79 
2005 
2.62 
2006 
3.08 
Source- Various Annual Reports of ONG 
Figure-5.i 
Table 5.11 indicates that in 1994 tiie current ratios of ONGC Limited 
was 1.70:1 in the year 1990, which declined to 1.66:1 in the year 1994.After 
disinvestment in ONGC Limited it started picking up from 1995 to 2006. In 
1995 the current ratio was 2.92:1 which increased to 3.08:1 in 2006. But the 
year 1998 and 1999 was an exception. In 1998 the current ratio was 1.77:1 
and the next year recorded 1.82:1. As a conventional rule a current ratio of 
2:1 or more is considered to be a satisfactory measure of the liquidity of the 
firm. This indicates that liquidity position of ONGC is sound after 
disinvestment. 
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Table-5.12 
Gross Profit Ratio of Oil &Natural Gas Corporation (as percentage 
of Sales) 
Year 
Pre Disinvestment 
1990 
20.47 
1991 
22.23 
1992 
25.05 
1993 
39.49 
1994 
44.2 
Year 
Post Dis investment 
1995 
40.5 
1996 
45.4 
1997 
45.2 
1998 
47.2 
1999 
44.7 
2000 
49.2 
2001 
54.2 
2002 
54.1 
2003 
53.8 
2004 
55.0 
2005 
52.2 
2006 
57.4 
Source- Various Armual Reports of ONGC 
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Table-5.13 
Net Profit of Oil & Natural Gas Corporation (as percentage of Sales) 
Year 
Pre Disinvestment 
1990 
14.87 
1991 
7.31 
1992 
11.85 
1993 
32.95 
1994 
19.5 
Year 
Post Disinvestment 
Source- Various P 
1995 
17.2 
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1997 
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1999 
18.2 
2000 
17.9 
2001 
21.5 
2002 
26.0 
2003 
29.8 
2004 
26.3 
2005 
27.5 
2006 
29.2 
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Table-5.14 
Operating Profit Ratios of Oil & Natural Gas Corporation (as 
percentage of Sales) 
Year 
Pre Disinvestment 
Year 
Post Disinvestment 
1995 
21.0 
1996 
20.9 
1990 
15.60 
1997 
21.4 
1998 
22.2 
1991 
9.48 
1992 
13.21 
1993 
35.06 
1999 
23.5 
2000 
28.3 
2001 
35.8 
2002 
38.0 
2003 
42.1 
1994 
24.79 
2004 
38.0 
2005 
39.1 
2006 
40.2 
Source- Various Annual Reports of ONGC 
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Above table 5.12, 5.13, 5.14 show the profitability of ONGC in 
relation to sales. The gross profit, net profit and operating profit of ONGC 
as percentage of sales has shown impressive results, even after 
disinvestment in the year 1995. The gross profit which was recorded 20.47 
in the year 1990 increased to 44.2 in the year 1994. Whereas it was 40.5 in 
the year 1995 (the year of disinvestment) further increased at higher rate 
i.e. 45.4 in the year 57.4. In the same way the net profit has also increased 
from 17.2 in the year 1994 to 29.2 in the year 2006, but it was highly up and 
down from 1990 to 1994. The operating profit, which shows the operating 
efficiency of an Organisation, has also shown gloomy picture. Between 
1990 to 1994 the operating profit as percentage of sales was also changes in 
the range of percent of sales. In the year 1995 it has shown 21.0 per cent, 
which was recorded 40.28 percent in the year 2006. 
The data setout in above tables and graphs clearly indicates the 
gross profit, net profit and operating profit ratio of ONGC have shown 
may favorable results, even after disinvestment of this Organisation in the 
year 1995. The operating efficiency of the ONGC has improved at a higher 
rate during the period under review. 
Table-5.15 
Debt Equity Ratio of Oil & Natural Gas Corporation 
Year 
Pre Disinvestment 
1990 
0.80 
1991 
0.83 
1992 
0.76 
1993 
0.80 
1994 
0.82 
Year 
Post Disinvestment 
1995 
0.83 
1996 
0.69 
1997 
0.50 
1998 
0.42 
1999 
0.33 
2000 
0.26 
2001 
0.14 
2002 
0.10 
2003 
0.01 
2004 
0.01 
2005 
0.003 
2006 
0.002 
Source- Various Annual Reports of ONGC 
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Table-5.16 
Return on Capital Employed of Oil & Natural Gas Corporation Limited 
Year 
Pre Disinvestment 
Year 
Post Disinvestment 
1995 
21.9 
1996 
24.4 
1990 
25.47 
1991 
26.43 
1992 
27.72 
1993 
27.39 
1997 
23.7 
1998 
28.6 
1999 
25.3 
2000 
34.1 
2001 
42.4 
2002 
39.2 
2003 
54.0 
1994 
32.8 
2004 
45.8 
2005 
58.8 
2006 
57.5 
Source- Various Annual Reports of ONGC 
Figure-5.n 
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Table-5.17 
Return on Net worth of Oil & Natural Gas Corporation Limited 
Year 
Pre Disinvestment 
1990 
9.35 
1991 
4.26 
1992 
7.23 
1993 
15.16 
1994 
12.51 
Year 
Post Disinvestment 
Source- Various A 
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Table-5.18 
Earning Per share of Oil & Natural Gas Corporation 
Year 
Pre Disinvestment 
Year 
Post Disinvestment 
1995 
58.1 
1990 
30.4 
1996 
13.6 
1997 
14.3 
1991 
11.90 
1992 
16.7 
1998 
18.8 
1999 
19.3 
2000 
25.5 
2001 
36.7 
1993 
22.29 
2002 
43.5 
2003 
73.8 
1994 
55.8 
2004 
60.8 
2005 
91.05 
2006 
98.22 
Source- Various Annual Reports of ONGC 
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Data mentioned in table 5.15 to 5.18 shows the solvency of ONGC in 
the form of debt equity ratio, return on capital employed, and return on 
net worth and earning per share. The debt equity ratio shows the 
combination of debt and equity in capital structure of ONGC. The debt 
equity combination of ONGC between 1990 to 1994 was not acceptable 
combination, which was 0.80:1 and 0.82:1 respectively. There after it 
declined to 0.002:1 in the year 2006. This ratio is not acceptable ratio and 
indicated inefficiency of management. 
Return on capital employed was recorded 25.47 percent in the year 
1990 and 32.8 per cent in the year 1994, during this period return on capital 
employed was increased. Thereafter in the year 1995 return on capital 
employed was declined i.e 21.9 per cent and increased at a higher rate, to 
57.5 percent in the year 2006. In the same way return on net worth has also 
increased from 15.18 in the year 1995 to 26.93 per cent in the year 2006. 
Subsequently earning per share increased from more than Rs. 98.22 
to less than Rs. 11.90 per share. Whereas between 1990 to 1994, the era of 
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pre disinvestment, the earning per share rose from Rs 30.4 to Rs. 55.8 per 
share. After disinvestment earning per share Rs. 58.1 in 1995, which highly 
increased to 98.22 in the year 2006. 
The result of solvency of ONGC during the period under review 
(pre-and post disinvestment period) shows that the management of ONGC 
has utilized its resources properly for generating the profit for the business 
firm. 
3. Indian Oil Corporation 
Indian OH Corporation was incorporated on 1.9.1964 by merging 
Indian Refineries Ltd. (established in 1958) with Indian Oil Company 
(established in 1959) under the Companies Act, 1956. In 1981 Assam Oil 
Co. Ltd. was also merged with Indian Oil Corporation. The main 
objectives of Indian Oil Corporation are to serve the national interests in 
oil and related sectors in accordance and corisistence with Government 
policies; to ensure maintenance of continuous and smooth supplies of 
petroleum products by way of crude oil refining, transportation and 
marketing activities and to enhance country's self-sufficiency in oil 
refining and build expertise in laying of crude oil and petroleum pipelines. 
Indian Oil Corporation is a schedule- 'A' / Navratna Public Sector 
Enterprise in Petroleum sector under the administrative control of 
Ministry of Petroleum and Natural Gas with 82.03 per cent Central 
Government shareholding. 
Disinvestment in Indian Oil Corporation 
Indian Oil Corporation has been disinvested up to 17.85 percent till 
31 March 2001. The shareholding pattern of Indian Oil Corporation is 
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Union government (82.03 per cent), ONGC (9.11 per cent), public (4.14 per 
cent), banks and Indian financial institutes (2.63 per cent), mutual funds 
and insurance companies (1.83 per cent), Gujarat government (0.12 per 
cent), others (0.10 per cent), and FIIs/ NRI (0.04 per cent). 
The efficiency and profitability of Indian Oil Corporation pre and 
post disinvestment period are analysis with the help of following ratios-
Table-5.19 
Current Ratio of Indian Oil Corporation 
Year 
Pre Disinvestment 
1990 
1.5 
1991 
1.6 
1992 
1.5 
1993 
1.12 
1994 
1.15 
Year 
Post Disinvestment 
Source- Various 
1995 
1.43 
Annua 
1996 
1.65 
1 Repor 
1997 
1.45 
ts of In 
1998 
1.16 
dian Oi 
1999 
1.52 
Corpo 
2000 
2.71 
'ation 
2001 
2.71 
2002 
2.53 
2003 
2.41 
2004 
2.34 
2005 
2.41 
2006 
2.34 
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It is exhibited from the above table 5.20 that there has been a 
significant change in the current ratio of Indian Oil Corporation during 
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1990 to 2006. This ratio has hovered around 1.15:1 in pre disinvestment 
period. It has almost been constant all these years except the year 1993. 
After disinvestment of IOC the current ratio was 1.43 in the year 1995 and 
it was recorded 2.34 in the year 2006, which shows positive result of 
Organisation efficiency. Thus the result of pre and post disinvestment 
period indicates that IOC has sound performance. 
Table-5.20 
Gross Profit Ratio of Indian Oil Corporation (as percentage of 
Sales) 
Year 
Pre Disinvestment 
1990 
9.91 
1991 
9.75 
1992 
5.77 
1993 
6.15 
1994 
8.78 
Year 
Post Disinvestment 
Source- Various Annu 
1995 
6.58 
al Rep 
1996 
6.57 
orts o 
1997 
6.97 
^Indiai 
1998 
7.19 
lOilC 
1999 
6.34 
orpori 
2000 
6.34 
ition 
2001 
4.99 
2002 
6.55 
2003 
9.04 
2004 
9.22 
2005 
5.79 
2006 
5.42 
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Table-5.21 
Net Profit Ratio of Indian Oil Corporation (as percentage of Sales) 
Year 
Pre Disinvestment 
1990 
4.04 
1991 
3.73 
1992 
2.99 
1993 
3.51 
1994 
4.00 
Year 
Post Disinvestment 
Source- Various Anni 
1995 
1&1 
1996 
2.84 
lal Reports 
1997 
2.54 
1998 
2.88 
1999 
3.18 
2000 
2.59 
of Indian Oil Corporati 
2001 
2.31 
on 
2002 
251 
2003 
5.10 
2004 
5.38 
2005 
3.24 
2006 
2.68 
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Table-5.22 
Operating Profit Ratio of Indian Oil Corporation (as percentage of 
Sales) 
Year 
Pre Disinvestment 
1990 
5.20 
1991 
5.82 
1992 
4.22 
1993 
4.49 
1994 
5.49 
Year 
Post Disinvestment 
Source- Various 
1995 
4.37 
Annua 
1996 
5.30 
il Repc 
1997 
5.13 
)rts of 
1998 
5.22 
ndian 
1999 
5.66 
oncc 
2000 
4.22 
jrpora 
2001 
3.95 
tion 
2002 
5.34 
2003 
7.65 
2004 
7.68 
2005 
4.33 
2006 
4.21 
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Data set out table 5.21to 5.23 shows the profitabiUty of Indian Oil 
Corporation in relation to sale. The gross profit, net profit, and operating 
profit of IOC as percentage of sale has not shown impressive result, even 
after disinvestment in the year 1995. The gross profit which was recorded 
9.91 in the year 1990 decline to 8.78 percent in the year 1994. Whereas it 
was 6.58 in the year 1995 (the year of disinvestment) further decline to a 
higher rate that was 5.42 in 2006. In the same way net profit has also 
reduce from 2.87 to 2.68 in the 2006, but it was stable between 1990 to 1994. 
The operating profit which shows the operative efficiency of an 
organization has also shown gloomy picture. Between 1990 to 1994 the 
operating profit was slightly fluctuate. In the year 1995 it was recorded 
4.37 to 4.21 in the year 2006. 
The set out in above table and graphs indicates the gross profit ratio 
and net profit ratio, operating profit ratio of Indian Oil Corporation have 
shown very negative result. Even after disinvestment of this organization 
in 1995. 
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TabIe-5.23 
Debt Equity Ratio of Indian Oil Corporation 
Year 
Pre Disinvestment 
1990 
2.06 
1991 
1.47 
1992 
1.28 
1993 
1.16 
1994 
0.86 
Year 
Post Disinvestment 
1995 
1.09 
1996 
0.24 
1997 
1.44 
1998 
1.34 
1999 
0.82 
2000 
1.05 
2001 
1.29 
2002 
1.25 
2003 
0.77 
2004 
0.53 
2005 
0.67 
2006 
0.90 
Source- Various Annual Reports of Indian Oil Corporation 
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Table-5.24 
Return on Capital Employed of Indian Oil Corporation 
Year 
Pre Disinvestment 
1990 
22.37 
1991 
29.65 
1992 
10.67 
1993 
11.06 
1994 
18.58 
Year 
Post Disinvestment 
Source- Variou 
1995 
13.92 
s Armi 
1996 
13.91 
lal Rep 
1997 
9.31 
)orts o: 
1998 
14.78 
• Indiai 
1999 
17.93 
l O i l C 
2000 
11.04 
orpora 
2001 
9.55 
tion 
2002 
12.79 
2003 
21.77 
2004 
24.63 
2005 
14.80 
2006 
13.71 
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Figure-5.v 
TabIe-5.25 
Return on Net worth of Indian Oil Corporation 
Year 
Pre Disinvestment 
1990 
20.41 
1991 
18.20 
1992 
13.67 
1993 
13.60 
1994 
15.42 
Year 
Post Disinvestment 
Source- Various Annt 
1995 
15.85 
lal Re 
1996 
15.86 
3orts 
1997 
15.44 
of Inc 
1998 
16.07 
ianO 
1999 
18.04 
11 Cor 
2000 
17.36 
3orati 
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32.30 
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16.97 
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Table-5.26 
Earning Per share of Indian Oil Corporation 
Year 
Pre Disinvestment 
1990 
54.70 
1991 
59.29 
1992 
63.90 
1993 
54.98 
1994 
62.70 
Year 
Post Disinvestment 
1995 
26.16 
1996 
32.07 
1997 
36.17 
1998 
43.83 
1999 
56.85 
2000 
31.38 
2001 
34.94 
2002 
37.05 
2003 
52.35 
2004 
59.97 
2005 
41.88 
2006 
42.08 
Source- Various Annual Reports of Indian Oil Corporation 
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Data mentioned in table 5.24 to 5.27 shows the solvency of IOC in 
the form of debt equity ratio, return on capital employed, and return on 
net worth and earning per share. The debt equity ratio shows the 
combination of debt and equity in capital structure of IOC. The debt equity 
combination of IOC between 1990 to 1994 was acceptable combination, 
which was 2.06:1 and 0.86:1 respectively. There after it increased to 01.09:1 
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and further it decline to 0.90:1 in 2006. This ratio is not acceptable ratio and 
indicated inefficiency of management. 
Return on capital employed was recorded 22.37 percent in the 
year 1990 and 18.58 per cent in the year 1994, during this period return on 
capital employed was declined trend. Thereafter in the year 1995 return on 
capital employed was highest i.e 13.92 per cent and declined at a higher 
rate, to 13.71 percent in the year 2006. In the same way return on net worth 
has also declined from 20.41 in the year 1990 to 16.97 per cent in the year 
2006. 
Subsequently earning per share decreased from more than Rs. 54.70 
to less than Rs. 26.16 per share. The era of pre disinvestment, the earning 
per share rose from Rs 26.16 to Rs. 42.08 per share. 
The result of solvency of Indian Oil Corporation during the period 
under review (pre-and post disinvestment period) shows that the 
management of IOC has utilized its resources properly for generating the 
profit for the business firm. 
181 
4. Oil India Limited 
Oil India Limited (OIL) origin dates back to the time when oil was 
first discovered in Assam in 1889. The Government of India which was a 
joint venture partner with Burmah Oil Company took over the latter's 
share holding in full in 1981.0IL's primary activities are exploration, 
production and transportation of hydrocarbons. The contribution of 
various products and services to the total sales in 1995-96 was as follows: 
crude oil (90 per cent), natural gas (5 per cent). Transportation charges (3 
per cent), and LPG (2 per cent). The company started exploration of 
hydrocarbons in upper Assam and has currently extended offshore 
exploration to Rajasthan, Uttar Pradesh and the Saurashtra region. 
Presently, the government holds 98.12 per cent of the equity of Rs. 143 
crores with the balance being held by the employees of the company. The 
company's shares are currently not listed. 
Areas of Concern 
Operational areas are subject to localized difficulties: OIL's 
exploratory regions are concentrated in the North East which holds 
promising hydro carbon potential. However in the past, OIL's production 
and drilling targets have been affected by local disturbances, poor road 
conditions, and difficulties in land acquisition. Lack of Autonomy in 
decision making: In the past, OIL has lost on opportunities due to delays in 
decision making resulting from inadequate Board level autonomy. With 
the entry of the private sector in this field, it is desirable that adequate 
autonomy be granted to OIL consistent with its status as a "Strong 
Performer" as per the norms laid down by the Commission in its First 
Report. 
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Recommendations 
The Commission has already categorized Oil India Limited to be in 
the Core group of Public Sector Undertakings. Disinvestment in Oil India 
Limited would be conditioned by a realistic assessment of the company's 
prospects and earnings in the short-term which will determine the value of 
its shares and its requirement of funds for investment in its capital projects 
and consequently its need to take recourse to an initial public offering 
(IPO) on its own. Owing to delays in decision making. Oil India Limited 
has lost out business opportunities in promoting joint ventures and has 
suffered considerable pruning of its new exploration progranune in the 
last five years. After it ventured into exploration outside the North-East 
region, it has been to some extent successful in Rajasthan. Currently its 
exploration activities in the North Bank of Brahamputra are expected to be 
profitable and success in this area will on the one hand increase its 
requirement for capital outlays but also improve earnings and share value. 
Taking into account all these factors, the Commission recommends 
that disinvestment of Government shares as also company's own IPO need 
not be corisidered for the present and could be considered after a year or 
so when the company's own prospects would be clearly established 
through the outcome of exploration activities in the North Brahmaputra 
area and Government's policy on APM. The scope for disinvestment of 
Government shares could then be determined after balancing the 
requirements of the company for equity issues. Any disinvestment prior to 
this could result in a loss to exchequer as an announcement regarding the 
dismantling of APM would significantly improve the share value both for 
disinvestment and for the company's own IPO. The Commission would 
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like to review the position after a year and make specific recommendations 
on disinvestment in the company. The company's immediate requirement 
of funds could be covered through appropriate borrowing arrangements. 
Disinvestment in Oil India Limited 
The Government is considering a proposal to raise the equity of Oil 
India Ltd (OIL) in Numaligarh Refinery from 12.35 per cent to 26 per cent. 
The proposal involved transferring 12.34 per cent shares held by the Oil 
Industry Development Board and 1.31 per cent held by Bharat Petroleum 
Corporation Ltd in Numaligarh to Oil India Limited (OIL). The efficiency 
and profitability of Oil India Limited pre and post disinvestment period 
are given below-
Table -5.27 
Current Ratio of Oil India Limited 
Years 
Pre Disinvestment 
1992 
3.80 
1993 
3.92 
1994 
3.90 
1995 
3.97 
1996 
3.95 
1997 
3.87 
1998 
2.65 
1999 
2.11 
2000 
3.04 
Years 
Post Disinvestment 
2000-01 
3.37 
2001-02 
3.54 
2002-03 
3.47 
2003-04 
5.07 
2004-05 
4.04 
2005-06 
3.90 
Source- Various Annual Reports of Oil India Limited 
Figure-5.y 
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Above table 5.28 shows that there has been fluctuation in 
current ratio of Oil India Limited during 1997 to 2006. pre 
disinvestment period the current ratio was remaining constant 
but only year 1998 and 1999 current ratio has decline and after 
disinvestment of Oil India Limited. In the year 2000 it was 
recorded 3.37:1 and 3.90 in the year 2006. The ratio crossed the 
norm of 2:1 in under study which could be considered a better 
working capital position. 
Table -5.28 
Gross Profit Ratio of Oil India Limited (as percentage of Sales) 
Years 
Pre Disinvestment 
1992 
32.9 
1993 
37.0 
1994 
29.0 
1995 
21.4 
1996 
16.4 
1997 
29.2 
0 
1998 
29.3 
8 
1999 
31.1 
3 
2000 
36.8 
3 
Years 
Post Disinvestment 
2000-01 
29.71 
2001-02 
42.32 
2002-03 
46.27 
2003-04 
47.11 
2004-05 
41.74 
2005-06 
48.18 
Source- Various Annual Reports of Oil India Limited 
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Table -5.29 
Net Profit of Oil India Limited (as percentage of Sales) 
Years 
Pre Dis inves tment 
1992 
7.35 
1993 
5.06 
1994 
10.27 
1995 
26.31 
1996 
19.88 
1997 
19.65 
1998 
23.00 
1999 
22.00 
2000 
24.19 
Years 
Post Dis inves tment 
2000-01 
23.09 
2001-02 
27.70 
2002-03 
31.64 
2003-04 
30.19 
2004-05 
27.30 
2005-06 
30.44 
Source- Various Annual Reports of Oil India Limited 
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Table -5.30 
Operating Profit Ratios of Oil India Limited (as percentage of Sales) 
Years 
Pre Disinvestment 
1992 
8.06 
1993 
5.66 
1994 
10.98 
1995 
28.02 
1996 
21.90 
1997 
23.10 
1998 
26.75 
1999 
25.55 
2000 
31,53 
Years 
Post Disinvestment 
2000-01 
30.43 
2001-02 
42.36 
2002-03 
46.54 
2003-04 
48.16 
2004-05 
42.36 
2005-06 
48.98 
Source- Various Annual Reports of Oil India Limited 
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The data set out in table 5.29, 5.30, 5.31 shows the profitabihty of Oil 
India Limited in relation to sales. The gross profit, net profit and operating 
profit Oil India Limited as percentage of sales has not shown impressive 
results, even after disinvestment in the year 2001. The gross profit which 
was recorded 32.9 in the year 1992 increased to 36.86 in the year 2000. 
Whereas it was 29.71 in the year 2001 (the year of disinvestment) further 
increased at higher rate i.e 48.18 in the year 2006. In the same way the net 
profit has also increased from 23.09 in the year 2001 to 30.44 in the year 
2006. The operating profit, which shows the operating efficiency of an 
Organization, has also shown gloomy picture. In the year 2001 it has 
shown improved performance, when it was recorded 30.43 in the year 2001 
and 48.98 in the year 2006. 
The data setout in above tables and graphs clearly indicates the 
gross profit, net profit and operating profit ratio of Oil India Limited have 
shown may favorable results, even after disinvestment of this 
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Organization in the year 2001. The operating efficiency of the Oil India 
Limited has improved at a higher rate during the period under review. 
Table -5.31 
Debt Equity Ratio of Oil India Limited 
Years 1992 1993 1994 1995 1996 1997 1998 1999 2000 
Pre Disinvestment 0.60 0.54 0.45 0.22 0.12 0.10 0.16 0.12 0.09 
Years 
Post Disinvestment 
Source- Various Annual Re] 
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Figure-5.C 
Table -5.32 
Return on Capital Employed of Oil India Limited 
Years 
Pre Disinvestment 
1992 
10.5 
1993 
8.1 
1994 
14.6 
1995 
18.7 
1996 
17.8 
1997 
20.72 
1998 
25.11 
1999 
23.28 
2000 
23.86 
Years 
Post Disinvestment 
2000-01 
15.57 
2001-02 
15.79 
2002-03 
22.51 
2003-04 
20.77 
2004-05 
20.44 
2005-06 
28.56 
Source- Various Annual Reports of Oil India Limited 
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Table -5.33 
Return on Net worth of Oil India Limited 
Years 
Pre Dis inves tment 
1992 
11.1 
1993 
15.6 
Years 
Post Di s inves tmen t 
2000-01 
15.19 
1994 
10.9 
1995 
4.7 
1996 
7.4 
1997 
10.8 
1998 
12.6 
1999 
11.7 
2000 
14.8 
2001-02 
15.25 
2002-03 
26.51 
2003-04 
23.57 
2004-05 
22.53 
2005-06 
28.84 
Source- Various Annual Reports of Oil India Limited 
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Table -5.34 
Earning Per share of Oil India Limited 
Years 
Pre Disinvestment 
1992 
28.9 
1993 
36.8 
1994 
34.9 
1995 
13.4 
1996 
16.5 
1997 
15.43 
1998 
20.24 
1999 
20.44 
2000 
28.72 
Years 
Post Disinvestment 
Source- Various Annua 
2000-01 
22 
2001-02 
25 
2002-03 
43 
Reports of Oil India Limited 
2003-04 
45 
2004-05 
50 
2005-06 
79 
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Figure-5.F 
Data n\entioned in table 5.32 to 5.35 shows the solvency of Oil India 
Limited in the form of debt equity ratio, return on capital employed, and 
return on net worth and earning per share. The debt equity ratio shows 
the combination of debt and equity in capital structure of Oil India 
Limited. The debt equity combination of Oil India Limited between 1992 to 
2000 was not acceptable combination, which was 0.60:1 and .09:1 
respectively. There after it declined to 0.6:1. This ratio is not acceptable 
ratio and indicated inefficiency of management. 
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Return on capital employed was recorded 10.5 percent in the year 
1992 and 23.86 per cent in the year 2000, during this period return on 
capital employed was increased trend. Thereafter in the year 2001 return 
on capital employed was highest i.e 15.57 per cent and increased at a 
higher rate, to 28.56 percent in the year 2006. In the same way return on 
net worth has also increased from 15.19 in the year 2002 to 28.84 per cent 
in the year 2006. 
Subsequently earning per share decreased from more than Rs. 88 to 
less than Rs. 5.62 per share. Whereas between 1997 to 2001, the era of pre 
disinvestment, the earning per share rose from Rs 11.53 to Rs. 24.48 per 
share. 
The result of solvency of Oil India Limited during the period imder 
review ( pre-and post disinvestment period) shows that the management 
of Oil India Limited has utilized its resources properly for generating the 
profit for the business firm. 
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4. Bharat Petroleum Corporation Limited 
BPCL was incorporated in the year 1976 under the Burmah-Shell 
(Acquisition of Undertakings in India) Act 1976 with an objective to 
undertake refining and marketing of Petroleum products. BPCL is a 
scheduIe-'A' / Navratna CPSE in petroleum sector under the 
administrative control of M/o Petroleum and Natural Gas. As per the 
approval of the Ministry of Company Affairs dated 18.8.2006, Kochi 
Refineries Limited, a subsidiary of the company, has been merged with the 
BPCL w.e.f. 1.4.2004(the appointed date), thereby reducing Government 
holding to 54.93 per cent. The company has its registered and corporate 
offices at Mumbai. 
Areas of Concern 
Increasing competition from RPL and capacity expansion in the 
form of a 7Mn mtpa grassroots refinery at Lohgara in Uttar Pradesh at an 
estimated cost of Rs 61.79 Bn as well as a Rs 52.77-Bn, 6 Mn mtpa 
grassroots refinery with facility for production of lube base oil stock at 
Bina in Madhya Pradesh, which has been delayed once again, are likely to 
put pressure on the margins of the main line of the business. 
Delay in divesting control leads to loss in valuation. However, the 
Company has recently been awarded the 'Navratna' status as a result of 
which the management has much more control over the affairs. 
Disinvestment in Bharat Petroleum Corporation Limited 
BPCL has, for the 12th year in a row entered into a Memorandum of 
Understanding (MoU) with the Ministry of Petroleum & Natural Gas for 
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FY02. The crude output of BPCL's Mumbai refinery has been targeted at 
8.70 Mn mt tons, representing a capacity utilization of around 126 per cent. 
A new measure of energy efficiency in the refinery operations, 'Specific 
Energy Consumption' that has a bearing on the crude output, has been 
introduced in the Memorandum of Understanding (MoU). In line with the 
government's plan of deregulation of petroleum sector in phases, BPCL 
has undertaken and implemented restructuring of the organization and 
initiated a strong retail thrust program in order to be competitive in the 
deregulated scenario. 
BPCL has acquired 55.04 per cent stake in Kochi Refinery Limited 
from Government of India and 19 per cent in Numaligam Refinery 
Limited from IBP. As a result, these refineries have become subsidiaries of 
BPCL with effect from 26 March 2001 and 31 March 2001 respectively. 
The efficiency and profitability of Bharat Petroleum Corporation 
Limited pre and post disinvestment period are analysis with the help of 
following ratios-
Table-5.35 
Current Ratios of Bharat Petroleum Corporation Limited 
Year 
Pre Disinvestment 
1989 
1.05 
1990 
1.09 
1991 
1.10 
1992 
1.07 
1993 
1.00 
Years 
Post Disinvestment 
Source- Various 
1994 
1.02 
Anni 
1995 
1.00 
lalRe 
1996 
1.18 
ports 
1997 
1.67 
ofBt 
1998 
0.95 
larat'. 
1999 
1.11 
'etro 
2000 
1.21 
eum 
2001 
1.34 
Corp( 
2002 
1.12 
jratio 
2003 
1.03 
nLtri 
2004 
0.99 
lited 
2005 
1.06 
2006 
1.41 
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Figure-5.G 
Above table-5.36 observed that current ratio of Bharat Petroleum 
Corporation Limited from 1989 to 2006. In the year 1989 current ratio was 
recorded 1.05:1 and 1.00:1 in year 1993. After disinvestment in BPCL the 
current ratio was 1.02:1 this increased tol.41:l in the year 2006. it show 
BPCL has sound position. 
Table-5.36 
Gross Profit Ratio of Bharat Petroleum Corporation Limited (as 
percentage of Sales) 
Year 
Pre Disinvestment 
1989 
2.37 
1990 
2.74 
1991 
2.91 
1992 
2.87 
1993 
2.85 
Years 
Post Disinvestment 
1994 
3,14 
1995 
3,41 
1996 
4,34 
1997 
3,69 
1998 
3,44 
1999 
3,78 
2000 
2,61 
2001 
2,36 
2002 
3,11 
2003 
4,18 
2004 
4,97 
2005 
2,14 
2006 
,049 
Source- Various Annual Reports of Bharat Petroleum Corporation Limited 
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Table-5.37 
Net Profit of Bharat Petroleum Corporation Limited (as percentage of 
Sales) 
Year 
Pre Disinvestment 
1989 
1.90 
1990 
2.01 
1991 
1.72 
1992 
1.67 
1993 
1.66 
Years 
Post Disinvestment 
1994 
1,88 
1995 
2.18 
1996 
2.56 
1997 
2.24 
1998 
2.49 
1999 
2.73 
2000 
1.95 
2001 
1.76 
2002 
1.99 
2003 
2.6 
2004 
3.17 
2005 
1.51 
2006 
0.34 
Source- Various Annual Reports of Bharat Petroleum Corporation Limited 
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Table-5.38 
Operating Profit of Bharat Petroleum Corporation Limited (as 
percentage of Sales) 
Year 
Pre Disinvestment 
1989 
5.5 
1990 
6.1 
1991 
6.6 
1992 
7.0 
1993 
7.8 
Years 
Post 
Disinvestment 
Source- Va 
1994 
8.4 
rious I 
1995 
9.3 
\nnua 
1996 
9,6 
Repo 
1997 
9.1 
1998 
10.1 
rts of Bharat 
1999 
7.1 
2000 
5.2 
2001 
4.4 
2002 
5.3 
2003 
5.6 
'etroleum Corporation Limited 
2004 
5.75 
2005 
2.55 
2006 
0.83 
Figure-5.J 
The data set out in table 5.37 to 5.39 shows the profitability of BPCL 
in relation to sales. The gross profit, net profit and operating profit of 
BPCL as percentage of sales has not shown impressive results, even after 
disinvestment in the year 1994. The gross profit which was recorded 2.37 
in the year 1989 increased to 2.85 in the year 1993. Whereas it was 3.14 in 
the year 1994 (the year of disinvestment) further decline at higher rate i.e 
0.49 in the year 2006. In the same way the net profit has also reduced from 
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1.88 in the year 1994 to 0.34 in the year 2006. The operating profit, which 
shows the operating efficiency of an Organization, has also shown gloomy 
picture. In the year 1994 it has shown decreased performance, when it was 
recorded 8.4 percent, which again recorded to less 1 per cent in 2006. 
The data setout in above tables and graphs clearly indicates 
the gross profit, net profit and operating profit ratio of BPCL have 
shown may unfavorable results, even after disinvestnaent of this 
Organization in the year 1994. The operating efficiency of the BPCL 
has declined at a higher rate during the period under review. 
Table-5.39 
Debt Equity Ratio of Bharat Petroleum Corporation Limited 
Year 
Pre Dis inves tment 
1989 
0.6 
1990 
0.6 
1991 
0.5 
1992 
0.4 
1993 
0.3 
Years 
Post 
Disinvestment 
Source- Varioi 
1994 
0.4 
IS Ann 
1995 
0.3 
ualR 
1996 
0.3 
eport 
1997 
0.7 
sof B 
1998 
0.6 
"larat 
1999 
0.6 
Petro 
2000 
0.7 
eum 
2001 
1.02 
Corp( 
2002 
0.96 
oration 
2003 
0.69 
^imit 
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0.46 
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0.61 
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Table-5.40 
Return on Capital Employed of Bharat Petroleum Corporation Limited 
Year 
Pre Disinvestment 
1989 
19.9 
1990 
18.5 
1991 
17.0 
1992 
16.3 
1993 
17.2 
Years 
Post 
Disinvestment 
Source- ^ 
1994 
17.2 
/ariou 
1995 
19.4 
5 Anni 
1996 
19.5 
lal Rep 
1997 
13.8 
1998 
14.6 
1999 
17.4 
2000 
12.5 
)orts of Bharat Petroleum 
2001 
10.9 
2002 
10.5 
Corporation 
2003 
16.0 
2004 
46.41 
limited 
2005 
19.74 
2006 
4..62 
Figure-5.L 
Table-5.41 
Return on Net Worth of Bharat Petroleum Corporation Limited 
Year 
Pre Disinvestment 
1989 
24.05 
1990 
22.44 
1991 
19.24 
1992 
18.62 
1993 
17.88 
Years 
Post 
Disinvestment 
Source- ^ 
1994 
18.87 
/arioui 
1995 
20.93 
> Annu 
1996 
22.27 
al Rep 
1997 
19.55 
orts of 
1998 
20.65 
Bhara 
1999 
23.36 
tPetro 
2000 
20.07 
eumC 
2001 
20.4 
orpon 
2002 
21.25 
ition L 
2003 
26.33 
united 
2004 
28.97 
2005 
15.12 
2006 
3.19 
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Table-5.42 
Earning Per Share of Bharat Petroleum Corporation Limited 
Year 
Pre Disinvestment 
1989 
37.45 
1990 
24.51 
1991 
25.56 
1992 
29.69 
1993 
34.01 
Years 
Post 
Disinvestment 
Source- Va 
1994 
43.51 
rious / 
1995 
19.48 
Annual 
1996 
25.72 
Repor 
1997 
27.17 
ts of B] 
1998 
34.76 
larat P 
1999 
47.07 
etroleu 
2000 
46.78 
imCor 
2001 
55.51 
poratic 
2002 
56.65 
)n Lim 
2003 
83.34 
ited 
2004 
56.49 
2005 
32.19 
2006 
8.07 
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Data mentioned in table 5.40 to 5.43 shows the solvency of BPCL in 
the form of debt equity ratio, return on capital employed, and return on 
net worth and earning per share. The debt equity ratio shows the 
combination of debt and equity in capital structure of BPCL. The debt 
equity combination of BPCL between 1984 to 1993 was not acceptable 
combination, which was 0.6:1 and 0.3:1 respectively. There after it 
increased to 0.92:1. This ratio is not acceptable ratio and indicated 
inefficiency of management. 
Return on capital employed was recorded 19.9 percent in the year 
1989 and 17.2 per cent in the year 1993, during this period return on capital 
employed was declined trend. Thereafter in the year 1994 return on capital 
employed was 17.2 per cent and declined at a higher rate, to 4.62 percent in 
the year 2006. In the same way return on net worth has also declined from 
18.87 in the year 1994 to 3.19 per cent in the year 2006. 
Subsequently earning per share decreased from more than Rs. 83.34 
to less than Rs. 8.07 per share. 
The result of solvency of BPCL during the period under review (pre-
and post disinvestment period) shows that the management of BPCL has 
not utilized its resources properly for generating the profit for the business 
firm. 
Conclusion 
To sum up the above discussion it is point out financial performance 
of IBP Limited, Oil and Natural Gas Corporation, Indian Oil Corporation, 
Oil India Limited, Bharat Petroleum Corporation Limited Indicated that 
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management of these enterprises have not fully and proper utilization of 
their resources after disinvestment. The profitability ratios. Solvency ratios 
and liquidity ratio have indicates poor results. 
In order to judge the impact of disinvestment of these Public Sector 
Undertakings through different ratios. It has been observed that the results 
are unfavourable. 
Whereas the performance of Oil and Natural Gas Corporation and 
Oil India Limited has shown favourable results regarding profitability and 
utilization of resources by management. 
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6^hapt6r Q^m 
Chapter -VI 
Analysis and Interpretation 
In the previous chapter the researcher studied the financial 
performance of few selected oil producing organizatioris. In the present 
chapter the researcher has analyzed and interpretation of financial 
performance of public sector undertakings with special reference to oil 
sector through testing of hypothesis. 
Testing of hypothesis 
To test first hypothesis the researcher compared profitability and 
efficiency over three different periods: 1988-89 to 1999-2000, covering 
three years prior to economic reforms and eight subsequent years, 1991-
1992 to 1999-2000, covering nine years that belong entirely to the post-
reform period, and 1994-95 to 1999-2000, covering the last six years in the 
post-reform period. The researcher first compares performance at the 
aggregate level. In the public sector, the researcher focuses on 227 firms 
that are controlled solely by central government and are in the industrial 
sector. The firms included are thus overwhelmingly in manufacturing, 
with a few firms in services other than financial services. For the private 
sector, the researcher chooses all manufacturing firms. 
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Table 6.1 
Descriptive statistics for the sample firms at aggregate level 
Sector No. of firms Mean Net Sales Standard Deviation 
Public 192 13975.3 65903.69 
Private 2730 778J 2524.1 
Note: All figure are 12-years average, financial figures are presented in Rupee 
million (Rs 47= $ 1) 
In the public sector, data are available for most of the firms for the 
greater part of the period but not in the first two and last two years. In the 
private sector, the number of firms in the database varies from year to 
year, reflecting both exit of some old firms and entry of new ones. The 
descriptive statistics for the firms are provided in Table 6.1 
There after the researcher compare the performance of public and 
private sector firms in selected industrial sectors. The researcher chooses 
eight industrial sectors as per the Centre for Monitoring the Indian 
Economy (CMIE) classification. In this classification, a company falls in a 
given sector if 50 per cent or more of its output falls in that sector. The 
eight sectors chosen were: chemical, electronics, iron and steel, mineral 
products, service industry, textile, and transport. These sectors together 
account for a total of 172 firms or 76 per cent of the 227 firms covered in 
this study, although the number of firms for which data are available 
varies from year to year. The descriptive statistics of firms in the seven 
sectors are provided in Table-6.2 
The researcher used three ratios to compare profitability. These 
were: net profit/net sales, net profit/net worth and profit before interest, 
and tax/capital employed. The researcher used another three ratios to 
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compare efficiency: total cost/total income, net sales/ net fixed assets and 
net sales/wages. 
In some public-sector firms, the accumulated losses are so great as to 
wipe out the net worth, so that their net worth tends to be negative. This is 
partly because of the inability of the government, for political reasons, to 
close down public-sector firms and partly of the unsatisfactory bankruptcy 
procedures in India. 
Table 6.2 
Descriptive statistic for sample firms in different sectors 
Sector 
Chemical 
Electronics 
Steel 
Mineral 
Non-electrical 
Services 
Transport 
Number of firms 
Private 
426 
165 
241 
67 
150 
343 
124 
Public 
12 
10 
10 
28 
7 
44 
5 
Mean 
Private 
518.7 
418 
646.2 
304.9 
452 
390.9 
1300.8 
Standard deviation 
Public 
3957 
3170.6 
14141.6 
24061.1 
6492.4 
8361.1 
3212.5 
Private 
1051.8 
1011.2 
2558.7 
807.7 
744 
856.6 
3982.9 
Public 
4899.9 
4844.5 
35604.1 
47422.7 
12713.9 
21725 
4415 
Note: All figures are for 1994, sales are net of excise duties, financial figures are 
presented in Rs million (Rs47=$ 1) 
As the sectoral level, the researcher chose to exclude firms with a 
negative net worth, whether in the public sector or the private sector. This 
is for two reasons. First, as the net worth turns negative, the ratio net 
profit/ net worth turns positive and becomes a misleading indicator both 
of the firm's performance and of the aggregate performance of the sample. 
(At the aggregate level, the researcher did not exclude firms with a 
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negative net worth, partly because there is less distortion created at this 
level by the inclusion of a few firms with negative net worth, but also 
because the researcher wanted to make comparisons as this is done 
conventionally. The researcher would like to test how far conventional 
perception of performance is substantiated by rigorous comparisons). 
Second, in many of the public-sector firms with large negative net 
worth, there is little business activity. It is just that employees continue to 
be on the payroll because of the government's reluctance to retrench large 
number of workers in a context in which there is no social security net. 
One comparison of performance is very largely about making judgments 
on managerial efficiency in the two sectors. It is appropriate, therefore, not 
to include situations over which managers have no control, such as the 
inability to close down a firm whose net worth has turned negative. The 
inclusion of such firms in our sample is bound to detract from our 
objective, which is to compare operational efficiency in the firm being 
studied. It is worth mentioning that many of the conventional comparisons 
of performance in the public and private sectors in the Indian context are 
vitiated by sample biases of this sort. 
Comparison of profitability 
Table 6.3 gives the profitability results for the public and private 
sectors on the three measures used over the three different periods. Table 
6.2 summarizes the results in qualitative terms, indicating whether or not 
there was any difference in the performances of the two sectors. In 1989-
2000, the private sector does better on two out of three ratios at a 5 per cent 
level of confidence. In 1992-2000, it does better on one ratio (at a 5 per cent 
of confidence level). In the most recent period, there is no difference 
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whatsoever. It is striking that, while in the first two periods the private's 
means are higher in absolute terms, this trends is reserved in the last 
period. Then it is the public sector whose means are higher, although not 
in statistical terms. 
Table-6.3 
Comparison of aggregate profitability in the private and public sectors 
1989-2000 
Pat/Net sales 
Pat/Net worth 
PBIT/Capital 
1992-2000 
Pat/Net Sales 
Pat/Net worth 
PBIT/Capital 
1995-2000 
Pat/Net Sales 
Pat/Net worth 
PBIT/Capital 
Private sector 
4.47% 
12.36% 
16.81% 
4.64% 
11.20% 
16.00 % 
4.63% 
9.66% 
14.37% 
Public sector 
3.88% 
7.80% 
11.18% 
4.05% 
8.44% 
12.00 % 
4.77% 
10.01% 
13.54% 
t-statistic 
1.00 
3.05* 
4.57* 
0.80 
1.62 
2.84* 
0.15 
0.20 
0.68 
Note: T-statistics that are significant at 5 per cent level of significance are shown * 
Comparison of efficiency 
The table 6.4 shows that private sector has shown better results in 
1989-2000. In 1992-2000, it does better on the two ratios (at a 5 per cent 
level confidence). In 1995-2000, it does better only one ratio, while there is 
no difference in two ratios. 
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Table 6.4 
Comparison of aggregate efficiency in the private sectors 
1989-2000 
T Cost/T Income 
N Sale/NFA 
NS/Wages 
1992-2000 
T Cost/T Income 
N Sale/NFA 
NS/Wages 
1995-2000 
T Cost/T Income 
N Sale/NFA 
NS/Wages 
Private sector 
71% 
178% 
1240% 
78% 
160% 
1309% 
12>% 
146% 
1360% 
Public sector 
81% 
131% 
1170% 
81% 
133% 
1208% 
81% 
140% 
1262% 
t-statistic 
5.51* 
3.82* 
1.1 
4.5* 
2.56* 
1.57 
3.06* 
0.59 
1.22 
Note: T-statistics that is significant at 5 per cent level of significance 
are shown * 
Combined result on profitability and efficiency 
The combined results on profitability and efficiency at the aggregate 
level of the total period under review, 1989-2000, the private sector is seen 
to be better in four out of six instance, with the remaining two being tied. 
In the post reform period, 1992-2000, the private sector does even 
better; it has significantly superior results in three out of six instances. In 
the most recent period, 1995-2000, however, it does better in only one 
instance: in five instances, there is no difference between the two sectors. 
At the aggregate level, the researcher find that the private sector' 
performance was clearly superior over the entire period, 1989-2000. 
however, this not true of most recent period, namely 1995-2000. There was 
no significant difference between the private and public sectors. 
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The results do suggest, therefore, that the public sector has been 
catching up with the private sector in respect of profitability with 
deregulation in the economy. If any comparison between the public and 
private sectors would be unflattering to former if petroleum firms were 
omitted from the public sector is supported by the results, except for a 
comparison of profitability in most recent period. 
The analysis of performance of the private and public sectors in 
India at the aggregate levels. First, the researcher look at a long period 
covering both the pre-reform and post-reform year, the private sector 
appears to have done much better. 
Pre-and post- disinvestment performance 
To test the second hypothesis, the researcher compares pre and post 
disinvestment performance. Table 6.5 gives the results of our analysis of 
the performance of 39 public sector enterprises pre and post 
disinvestment. In one out of 6 instances there was no difference; in one 
instances, performance improved (at the 95 percent confidence levels). On 
balance, the results suggest that there has been either no improvement in 
performance consequent to disinvestment, or very small improvement. 
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Table-6.5 
Comparison of performance of state-owned enterprises before and after 
disinvestment 
Pre 
Disinvestment 
A. Profitability 
Pat/Net sales 
Pat/Net worth 
PBIT/Capital 
B. Efficiency 
T Cost/T Income 
NSales/NFA 
N Sales/NFA 
NS/Wages 
0.09 
(5.88) 
0.13 
(12.13) 
0.17 
(15.04) 
0.79 
2.32 
2.32 
(2.23) 
3.24 
(3.13) 
Post-
Disinvestment 
0.09 
(6.43) 
0.12 
(11.65) 
0.19 
(15.66) 
0.80 
(80.86) 
2.40 
(2.37) 
3.17 
(1.13) 
t-statistic 
0.29 
0.65 
1.4 
0.48 
2.36* 
1.44 
Note: The table gives mean values before and after disinvestment for the 39 firms 
under study. Means were compared using the t-test. Values significant at 5 per 
cent confidence level are shown * 
It was noted that the improvement in performance for the sample as 
a whole has been quite small. It is worth looking at what happened at the 
level of individual firms. The researcher has done so, taking into account 
the total of six measures of profitability and efficiency. 
However, the researcher has concerned here with addressing the 
proposition that firms in which disinvestment has taken place have shown 
no improvement post- disinvestment. This is clearly not the case. There has 
been an improvement in the majority of firms. To the extent that 
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performance has improved in the majority of firms since disinvestment, it 
would appear to undermine the contention that the mere listings of public 
sector firms serve no purpose and that privatization- or the transfer of 
control to a private party-is a necessary condition for any improvement. In 
order to improve performance of State Owned Enterprises, it requires firm 
-specific solutions rather than solutions based on dogmas about the 
superiority of private ownership. 
Measures of profitability and efficiency 
To test the third hypothesis the researcher compared the 
profitability and efficiency Pre-and -post disinvestment and have 
examined whether managerial autonomy and capital expenditure might 
explain why some public sector have fared better after disinvestments 
and others not. 
Gross Profit Ratio 
Table-6.6 
Comparison of Gross profit ratio pre and post disinvestment period 
Pre^ ^ Post- T-
Disinvestment Disinvestment Statistic 
1. 
2. 
3. 
4. 
5. 
IBP Limited 1.9440 
ONGC 
OIL 
IOC 
BPCL 
30.2880 
29.2489 
8.0720 
2.7480 
1.8700 
50.1583 
42.5550 
6.7500 
3.1707 
.106 
3.910* 
3.727* 
1.379 
1.190 
Statistically significant 
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It was surprising to note that for the sample of 5 enterprises there was not 
statistically significant change in term of gross profit after divestiture of oil 
sector. Only ONGC & Oil India Limited showed statistically significant change 
in term of gross profit. 
Net Profit Ratio 
Table-6.7 
Comparison of Net profit ratio before disinvestment and after 
disinvestment 
1. 
2. 
3. 
4. 
5. 
Pre-
Disinvestment 
IBP Limited 
ONGC 
OIL 
IOC 
BPCL 
.6380 
17.2960 
17.5233 
3.6440 
1.7920 
Post-
Disinvestment 
1.1600 
21.73333 
28.3933 
3.1767 
2.1077 
t-
Statistic 
1.205 
.947* 
3.741* 
1.328 
1.537 
Statistically significant 
Table 6.7 gives details of net profit ratio. To examine impact of 
divestiture on oil sector shows that there is no significant change in net 
profit ratio. Only Oil and Natural Gas Corporation and Oil India Limited 
have shown positive results of disinvestment in oil sector. 
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operating Profit Ratio 
Table-6.8 
Comparison of operating ratio before disinvestment and after 
disinvestment 
1. 
2. 
3. 
4. 
5. 
Pre-
Disinvestment 
IBP Limited 2.3020 
ONGC 
OIL 
IOC 
BPCL 
19.6280 
20.1722 
5.0440 
6.6000 
Post 
Disinvestment 
2.2600 
30.9150 
43.1383 
5.2550 
6.4023 
t-
Statistic 
.059 
2.151 
5.454* 
.448 
.224 
Statistically significant 
In table 6.8 it was noted that operating profit ratio has not 
statistically significant. After disinvestment of oil sector there is no change 
in profitability and efficiency. Only Oil India Limited has shown positive 
impact of disinvestment. 
Debt Equity Ratio 
TabIe-6.9 
Comparison of Debt Equity Ratio before disinvestment and after 
disinvestment 
1. 
2. 
3. 
4. 
5. 
Pre-
Disinvestment 
IBP Limited 
ONGC 
OIL 
IOC 
BPCL 
1.6500 
.8020 
.2667 
1.3660 
.4800 
Post-
Disinvestment 
.0980 
.2746 
.0733 
.8617 
.6354 
t-
Statistic 
10.171* 
6.345* 
2.829 
2.252 
1.779 
Statistically significant 
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While examining profitability and efficiency of divested oil 
enterprises it was expected that debt equity ratios should drop after 
divestiture. As expected, there was no reduction of debt vis-^-vis assets 
and it was not statistically significant. IBP Limited and Oil Natural Gas 
Corporation has shown significant reduction in debt equity ratios. 
Earning per Share 
Table-6.10 
Comparison of Earning per Share before disinvestment and after 
disinvestment 
1. 
2. 
3. 
4. 
5. 
Pre-
Disinvestment 
IBP Limited 
ONGC 
OIL 
IOC 
BPCL 
17.0000 
27.4180 
23.9256 
59.1140 
30.2440 
Post-
Disinvestment 
51.4280 
46.1392 
44.0000 
41.2275 
41.2877 
t-
Statistic 
1.926 
1.612 
2.265 
4.991* 
1.844 
Statistically significant 
Earning per share is a vital ratio and it is an indicator of earning 
available to equity share holders. This ratio has exhibited that post 
disinvestment; oil enterprises have not shown statistically significant 
result. Out of five enterprises only one i.e. Indian Oil Corporation has 
shown statistically significant result. 
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Return on Capital Employed 
Table-6.11 
Comparison of Return on Capital Employed before disinvestment and 
after disinvestment 
1. 
2. 
3. 
4. 
5. 
Pre-
Disinvestment 
IBP Limited 
ONGC 
OIL 
IOC 
BPCL 
35.6040 
27.9620 
18.0744 
18.4660 
17.7800 
Post-
Disinvestment 
34.2260 
37.9600 
20.6067 
14.8450 
17.1208 
t-
Statistic 
.110 
2.404 
.905 
.949 
.236 
Statistically significant 
Table 6.11 represents return on capital employed ratio. Effective 
utilization of capital is success of an Industry. However, above table 
observed interesting facts that there is no significant change in return on 
capital employed after disinvestment in oil units. 
Return on net worth 
Table-6.12 
Comparative study of return on Net Worth before disinvestment and 
after disinvestment 
1. 
2. 
3. 
4. 
5. 
Pre-
Disinvestment 
IBP Limited 
ONGC 
OIL 
IOC 
BPCL 
11.8460 
9.7020 
11.0667 
16.2600 
20.4460 
Post-
Disinvestment 
21.3140 
18.1575 
21.9817 
19.2050 
20.0738 
t-
Statistic 
1.204 
3.012* 
4.229* 
1.381 
.180 
Statistically significant 
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The data as shown in table 6.12 highlights that the return on net 
worth has not shown favorable results. After divestiture the results of 
three organization viz., IBP Limited, IOC, BPCL were not statistically 
significant. Only Oil and Natural Gas Corporation and Oil India Limited 
were recorded statistically significant. 
Current Ratio 
Table-6.13 
Comparison of Debt Equity Ratio before disinvestment and after 
disinvestment 
Pre-
Disinvestment 
1. IBP Limited 
2. ONGC 
3. OIL 
4. IOC 
5. BPCL 
1.5040 
1.9080 
3.4678 
1.3740 
1.0620 
Post-
Disinvestment 
.7740 
2.5458 
3.8983 
2.0550 
1.1608 
t-
Statistic 
4.382 
3.900 
1.245 
3.568 
1.657 
Statistically significant 
It may be noted that current ratio of oil producing unit has not 
statistically significant after disinvestment. Out of five oil enterprises three 
were recorded as statistically significant. To conclude the above discussion 
it was found that tiie over all profitability and efficiency of five 
disinvestment oil producing organization were not statistically significant. 
The Gross profit ratio. Net profit ratio. Operating profit ratio. Debt equity 
ratio, earning per share. Return on capital employed. Return on net worth, 
and Current ratio have not shown improved results after divesture. 
Gross profit ratio was not statistically significant for IBP Limited, 
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Indian Oil Corporation, Bharat Petroleum Corporation Limited. Where as 
Oil and Natural Gas Corporation and Oil India Limited were statistically 
significant in term of gross profit i.e. at 95 per cent level of confidence. 
There was no reduction in debt equity ratio and it was not statistically 
significant. Only IBP Limited and Oil and Natural Gas Corporation 
Limited have statistically significant at 95 per cent level of confidence. Out 
of 5 oil enterprises only Indian Oil Corporation has statistically significant 
at 95 per cent level of confidence. Remaining four has not shown any 
significant improvement in earnings per share. Return on capital 
employed also shown negative result regarding IBP Limited, OIL, BPCL. 
While examining whether the extent of disinvestment makes an 
appreciable difference in financial performance of oil enterprises, it was 
found that partly disinvested enterprises when control still lies with 
government, the result of impact of degree of divestiture on profitability 
and efficiency showed mixed results. It therefore appears that at 
individual level these parameters did not depend on extent of divestiture 
but rather depended on particular enterprises. On the whole, there is a 
lowering of profitability in terms of Gross profit ratio. Net profit ratio. 
Operating profit ratio, Debt equity ratio, earning per share. Return on 
capital employed. Return on net worth. Current ratio, that is, unrelated to 
the extent of divestiture. Enterprises which were performing well showed 
increase in profitability irrespective of the extent of divestiture. In case of 
partial divestiture with majority shareholding with the government, and 
the divested equity being thinly spread, there has been no change in the 
management. As a result, no qualitative change in monitoring mechanism 
of the state owner enterprises has taken place and thus no improvement in 
performance. 
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Chapter Q^et^m 
Chapter-vii 
Conclusion and Suggestions 
Findings 
To sum up the discussion made n the attempt chapters of the study, 
which have shown origin, development and performance of Public Sector 
Undertakings with special reference to oil sector in the light of 
disinvestment policy, the major findings are as follows: 
Q The public sector undertakings were considered as an integral part 
of Indian economy and the most potent tool for providing social 
justice accelerating the process of modernization, exploiting the 
natural resources and ensuring production of wealth for the all 
round social economic development. 
• Public sector undertakings hold about 70 percent of India's 
economic activity. The coverage of these enterprises has expended 
beyond the basic and heavy industries to light manufacturing 
variety of consumer goods electronic, high-tech products, 
construction, consultancy services even tourism and hotel 
industries. 
• The idea of State owned undertakings dates back to the ancient 
times of the Chola kings of the 11* and 12* century when in south 
India great dams and anicuts were built across the river Cauvery. 
• In the very first year after independence in order to fulfill the socio 
economic objectives the main emphasis was towards the 
establishment of public sector enterprises. As a result Atomic Energy 
Commission, Damodar Valley Corporation and Industrial Finance 
Corporation of India were established. 
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Q The Planning Commission observed that the need for development 
are so great that it is best for the public sector to develop those 
industries in which private enterprise is unable or unwilling to put 
the resources required and to run the risk involved. 
Q With the commencement of plant era, during First Five Year Plan 
provision was made to spend a total of Rs. 2,378 crore during the 
Plan period and whereas it went up to Rs. 231024 crores during the 
plan period. 
Q Public Sector Enterprises have shown constant growth in their 
turnover, profitability and contribution to the national exchequer. 
• The Public Sector Enterprises have performed commendably well 
during the year 2004-05 by registering quantum jump over 2003-04, 
in net profit (23.26 per cent); turnover (19.39 per cent); foreign 
exchange earnings (21.12 per cent); contribution to the national 
exchequer (24.22 per cent) and dividend (35.48 per cent). According 
to the Public Enterprises Survey 2004-05 released by the 
Government of India, their return on Investment was 21.49 per cent 
as agairist 21 per cent our the previous year i.e., 2003-2004 and 15.9 
per cent a decade back. 
Q The investment in Public sector Enterprises has grown from Rs.29 
crores in 5 enterprises as on 1.4.1951 to Rs. 393057 crores in 239 
enterprises as on 31.3.2006. 
• Public Sector Enterprises have been making substantial contribution 
to augment the resources of Central government through payment 
of dividend, interest, corporate tax, excise duty, customs duty and 
other duties thereby helping in mobilization of funds for financing 
the needs for planned development of the economy. 
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Q Public Enterprises also play a major role in easing balance of 
payment(s) position of our country by promoting import 
substitution and earning foreign exchange. 
G Public sector occupies a key position in the nation's economy in 
several sectors, specially in the production of coal, lignite, basic 
metal, non-ferrous metal, fertilizers and petroleum. 
Q Public sector enterprises contribution to national development has 
been widely acknowledged, whereas their poor financial return has 
been a matter of deep and enduring concern, especially since the 
mid-1980s when, for the first time, the central government's current 
revenues were found inadequate to meet its current expenditure. 
• The return earned by the Public Sector was significantly lower than 
the rate of return for a deposit of one year in commercial banks. Also 
the Public sector undertaking highest return on capital employed (6 
percent) in 1995-96 and 1997-98 is at least 3 percent points below the 
interest paid by the Government on its borrowings. 
G The Arjun Sen Gupta Report and the Report of the Economic 
Advisory Council on the Public Sector suggested many ways for 
improving the autonomy and accountability of these under takings. 
• The problems faced by sick and loss making Public Sector 
Undertakings include resource crunch, erosion of net-worth due to 
continuous losses incurred by the Public Sector Undertakings, 
reluctance of financial institutions to provide funds for revival of 
these enterprises, heavy interest burden, non-availability of raw 
materials, old and obsolete plant and machinery, outdated 
technology, low capacity utilization, excess manpower, reduction in 
import duties, stiff competition, weak marketing strategy, etc. 
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Q Government's strategy towards public enterprises has been to 
encompass a judicious mix of strengthening strategic units, 
privatizing non-strategic ones through gradual disinvestment or 
strategic sale and devising viable rehabilitation strategies for weak 
units. 
G Disinvestment in public sector undertakings was introduced during 
the year 1991-92. Thereafter, Government has been disinvesting its 
equity holdings in public sector undertakings in a planned way by 
setting up the disinvestment target in the annual plan budget. 
• The Government in July 1991 initiated the disinvestments process in 
India, while launching The New Economic Policy (NEP). The 
Government has appointed The Krishnamurthy Committee in 1991 
and Rangarajan Committee in 1992. 
G The transfer of ownership may occur when in an enterprise the 
dilution of Government ownership is beyond 51 percent. The 
disinvestment implies that the Government will sell to public or 
private enterprises/ public institutes' part of its holding in public 
sector enterprises. 
• Releasing the large amount of public resources locked up in non 
strategic public sector enterprises for redeployment in areas that are 
much higher on social priority, such as public health, family welfare, 
primary education and social and essential infrastructure. 
Q The crucial shift in the Government policy for disinvestments of 
public sector undertakings was mainly attributable to poor 
performance of these enterprises and burden of financing their 
requirements through budget allocations. 
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In 1991 there were 236 operating public sector undertaking, of which 
only 123was profit making. The top 20 profit making public sector 
undertakings accounted for 80 per cent of the profits, implying that 
less than 10 per cent of these public sector undertakings were 
responsible for 80 per cent of profits. The return on public sector 
investment for the year 1990-91 was a just over 26 per cent. 
The investment made by Central Government as on March 31,1991 
was of the order of Rs. 2, 30,140 crores. The total proceeds from 
disinvestments worked out to be a mere 10.22 per cent of the total 
investment. 
On 16th March 1999 for the purpose of disinvestments Government 
classified the Public Sector Undertakings into strategic and non 
strategic. 
The present disinvestment policy of the Government is to gradually 
reduce its stake in the non-strategic Public Sector Enterprises up to 
26 per cent whereas Government will retain its majority holdings in 
strategic Public Sector Undertakings. 
The Goverrunent decided to refer to the Disinvestment Commission 
"non-strategic" Public Sector Enterprises (PSEs) including their 
subsidiaries, excluding IOC, ONGC & GAIL. Since such Public 
Sector Enterprises would be quite large in number the commission 
would prioritize the cases and make recommendations to the 
Government. 
There was no proper use of disinvestment proceeds. Either it should 
be used for repayment of Government debt, which was initially 
taken to finance these Public Sector Undertakings or this money 
should be used for restructuring loss-making Public Sector 
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Undertakings. But this money was used for meeting budgetary 
deficit of Central Government. Government should be spent on 
infrastructure facilities like education, health, road, irrigation, etc. 
Unfortunately this philosophy has been left behind. 
It was thought that if public sector units are given to private sector 
then Government will concentrate more on the development of 
social sector. But it has proved wrong. It was also thought that 
disinvestment will give way to become Indian Industries market 
oriented but it could not happen. 
The progress of disinvestment programme has been very slow, as 
disinvestment targets for various years could not be achieved. 
Under valuation of proposed disinvestment Public Sector 
Undertakings assets has been another problem of disinvestment 
programme. This has caused substantial loss to government and tax 
payers of the country. 
Disinvestment becomes a problem to the government due to poor 
and non-viable financial position of many Public Sector Enterprises. 
Public Sector undertaking disinvestment has met with some 
difficulties during 1995-96 due to highly depressed market 
conditions and investors resistance to equity. The Budget for 1996-97 
has provided for disinvestment of Rs. 5000 crore by the Public Sector 
Undertakings against which only Rs.357 crore were actually raised 
in 1995-96. 
In August 1991, the Ministry of Finance constituted a committee 
under the chairmanship of the Secretary (DPE) for formulating 
guidelines for valuation of shares of Public Enterprises which were 
to be disinvested. But the availability of number of methods of 
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shares disinvestment and maintaining secrecy from the general 
public by the government posed distrust among the public in 
general and investors in particular. Such methods are Discounted 
Cash Flow Method, Balance sheet Method, Transaction Multiple 
Method, Asset Valuation Method, etc. 
The share of petroleum sector in national excise and custom duty 
collections is at 20 per cent. As there is progressive disinvestment 
and privatization the dividend income to the government will 
decline. 
The government in order to increase exploration activity approved 
the New Exploration Licensing Policy (NELP) in March 1997 which 
would level the playing field in the upstream sector between private 
and public sector companies in all fiscal, financial and contractual 
matters. 
Government of India have since decided to grant enhanced 
autonomy and delegation of power, under ' Navratna' scheme, to a 
few selected Public Sector Undertakings, including ONGC, GAIL, 
IOC, BPCL, and HPCL in the oil sector. This includes, inter-alia, 
power to incur capital expenditure on purchase of new Items or for 
replacement, without any monetary ceiling. 
The Indian government approved in September 2000, the 
restructuring of the oil sector wherein it announced its decision that 
all stand-alone refineries would now be converted into subsidiaries 
of industry giants. This meant that all the small refining companies 
would then be merged into the bigger entities, thus streamlining the 
entire industry. 
228 
• There is a serious difference of opinion between the petroleum 
ministry and the department of disinvestment over the eligibility 
criteria for companies, which want to bid for the IBP stake. 
Q After disinvestment of IBP Limited has not significant changes in 
performance of IBP Limited but the year 2002 and the year 2004 
being an exception where it rose sharply. 
G Pre disinvestment of Oil and Natural Gas Corporation has same 
trend of all ratios. The year 1993 was an exception for all ratios. After 
disinvestment of Oil and Natural Gas Corporation has shows 
sigruficant performance. 
Q This is clearly observed that pre disinvestment performance of 
Indian Oil Corporation has general trend like ONGC and after 
disinvestment only the year 2003 and 2004 were exception. 
G Post disinvestment of Oil India Limited has show significantly 
change in financial performance. Pre disinvestment period all ratios 
has show same trend. Post disinvestment has been shown highly 
fluctuation and the Year 2005 unusual behaviour of all ratios. 
n Pre disinvestment of Bharat Petroleum Corporation Limited has 
shown slightly changes in financial performance but post 
disinvestment of Bharat Petroleum Corporation Limited has 
significantly changes. 
G The test of first hypothesis shows that there is significant difference 
between performance of public sector and private sector enterprises 
in India. For the testing of hypothesis, the study subjects the mean of 
six selected variables to t-test (at 95 per cent confidence level).The 
result of the test shows that there is significant difference in all the 
six selected indicators that is compare profitability: net profit/net 
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sales 1989-2000 (t= 1.00) 1992-2000 (t=.80) 1995-2000 (0.15), Net 
profit/net worth 1989-2000 (t=3.05*) 1992-2000 (t=1.62) 1995-2000 (t= 
0.15), profit before interest, and tax/capital employed 1989-2000 
(t=4.57*) 1992-2000 (t=2.84*),1995-2000 (t=0.68), compare efficiency: 
total cost/total income 1989-2000 (t= 5.51*) 1992-2000 (t=4.5*) 1995-
2000 (t=3.06*), net sales/net fixed assets 1989-2000 (t=3.82*) 1992-
2000 (t=2.56*) 1995-2000 (t=0.59),net sales/wages 1989-2000 (t=l.l) 
1992-2000 (t=1.57) 1995-2000 (t=l.22).There was significant 
difference between the private and public sectors. So hypothesis is 
accepted. 
Q The test of second hypothesis indicates that disinvestment will 
improve the financial performance of public sector undertakings. 
For the testing of hypothesis, the study subjects the mean of six 
selected variables to t-test (at 95 per cent confidence level).The result 
of the test shows that there is no significant difference in all the six 
selected indicators that is compare profitability: net profit/net sales 
(t= 0.29), Net profit/net worth (t=0.65), profit before interest, and 
tax/capital employed (t=1.4), compare efficiency: total cost/total 
income (t=0.48), net sales/net fixed assets (t=2.36*), net sales/wages 
(t= 1.44). Therefore it may be concluded that disinvestment will not 
improve the performance of public sector undertakings. 
G The testing of third hypothesis that disinvestment will increase the 
profitability and efficiency and efficiency of oil sector. For the testing 
of hypothesis the study subjects the mean of eight selected variables 
to t-test (at 95 per cent confidence level). Gross profit ratio of ONGC 
(t= 3.910, df=15, p=.004). Oil India Limited (t= 3.727, df=13, p=.989) 
Net profit Ratio of ONGC (t= .947, df 15, p= .270) Oil India Limited 
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(t=3.741, df=13, p=.015). Operating profit of Oil India Limited 
(t=5.454, df=13, p=.184),Debt Equity Ratio of IBP Limited (t=.059, 
df=8, p=.007),ONGC (t=6.345, df=15, p=.006). Earning Per Share of 
Indian Oil Corporation (t=4.991, df=15, p=.103),Retum on net worth 
of ONGC (t=3.012, df=15, p=.099),Oil India Limited (t=4.229, df=13, 
p=.124),Current ratio of IBP Limited (t=4.382,df=8,p=.22), ONGC 
(t=3.900,df=15,p=.284) Oil India Limited (t=1.245, df=13,p=.470) 
The result of the test shows that after disinvestment of oil sector has 
not improve the profitability and efficiency. 
Therefore, it may be concluded that the even after disinvestment in 
Public Sector Undertakings, specially oil sector has not shown 
favourable results. The performance of five selected oil producing 
organization has shown that the profitability and efficiency has not 
iniproved and deteriorated at a higher rate. This shows that there 
was no full and proper utilization of assets as acquired by these 
Public Sector Undertakings after disinvestment. 
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Suggestions 
On the basis of the above conclusion and findings that the 
researcher feels that are several issues for managing the affairs of Public 
Sector Undertakings including oil sector in India. Thus in order to improve 
the operating of these enterprises after disinvestment the following 
measures may be suggested: 
1. Approach to Disinvestment of Unprofitable Public Sector 
Undertakings 
The approach to disinvestment in profitable Public Sector 
Undertakings is fairly straight forward, subject of course, to restructuring 
where appropriate. The question of eventual disinvestment in unprofitable 
Public Sector Undertakings raises the issue of the funds required for 
revival and restructuring. As analyzed in earlier, the direct draft on the 
budget on account of unprofitable Public Sector Undertakings during 
1996-97 is around Rs. 1984 crores under both Plan assistance and non-Plan 
outlays. This constitutes about 60 per cent of the total direct support to 
Public Sector Undertakings under the budget. Assuming conservatively 
that this current draft remains constant over the next five years, the total 
budgetary support would work out to Rs. 9920 crores. The net present 
value of Rs. 9920 crores discounted at 12 per cent works out to around 
Rs.7200 crores. This figure needs to be compared with the one-time 
upfront expenditure which will be required to restructure and revive loss 
making but potentially viable Public Sector Undertakings and the cost of 
VRS in order to enable closure of other unviable Public Sector 
Undertakings after taking into account sale of assets, if any. If this one-
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time expendihire to be incurred in this process in the aggregate is less than 
Rs. 7,200 crores, it may be financially prudent for the Government to 
initiate this process. This will eliminate the need for recurring budgetary 
support for the loss making Public Sector Undertakings. Considering the 
above, it may therefore be worthwhile to undertake a comprehensive 
study of all loss making Public Sector Undertakings to classify them as 
follows: 
• Those in which Government could disinvest as a going concern on 
an as-is-where-is basis; 
• Those which could be restructured and turned around before 
disinvestment; and 
• Those which may need closure. In all cases, it will be important to 
protect the interests of affected labour by devising suitable schemes 
either for retraining, redeployment or for voluntary retirement with 
adequate compensation. The costs of such schemes could be met to 
varying degrees by the sale of assets of the companies concerned. 
2. Restructuring 
Restructure of businesses in order to provide a focus on the core 
competency of the PSU. Business restructuring will involve hiving off 
businesses which are no longer attractive from the view point of returns or 
are a drag on the other profitable operations. In addition business 
restructuring will also encompass workforce restructuring and financial 
restructuring of the Balance Sheet. Technology up-gradation will be an 
important factor for Public Sector Undertakings which operate in 
industries where access to latest technology is a key success factor. 
Restructuring could also involve de-mergers and mergers with other 
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Public Sector Undertakings. It could also include exchange of technology 
between Public Sector Undertakings to strengthen synergy in operations. 
3. Criteria for Disinvestment 
Public Sector Undertakings should be restructured before 
disinvestment in order to enhance enterprise and the intrinsic share value. 
Given the rapidly changing economic scenario, it is possible that some 
PSUs may already have initiated such changes. In some other cases it is 
possible that the extent of restructuring required may be minimal. In the 
basis of specific analysis of Public Sector Undertakings it may be 
recommendation for disinvestment may be based on the following 
considerations: 
• Extent of Restructuring required and the potential for improving 
share values; 
• The permissible extent of disinvestment with reference to the 
classification of industry as core or non-core; 
• The size of the company and the phasing of disinvestment; 
• Equity fund raising programme of the concerned PSU; 
• Categorisation of the Industry as High, Medium or Low Potential; 
• Alternative modalities of disinvestment 
• The modality of Sale 
4. Delegation of Powers to Public Sector Undertakings 
It is suggested that the delegation of autonomy may be on a graded 
scale with greater delegation to the better performing Public Sector 
Undertakings. For Strong Performers, it is recommended that the 
delegation of powers be maximum. In case of Moderate Performers, the 
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delegation of powers would be more restricted than those given to the 
strong performers in order to induce them to improve their operations and 
graduate into the strong performer category. 
5. Professionalizing the Board 
At present the Board of Directors of Public Sector Undertakings by 
virtue of their being fully owned Government companies have CEOs and 
Functional Directors appointed by the Government. While the CEOs and 
Functional Directors are selected by the PESB and on that basis appointed 
by the Government, the other non-executive Directors are generally 
appointed on an ex-officio basis from the administrative and Finance 
Ministries. It is also recommend that the Government initiate necessary 
steps to select experts and professionals from outside the Government as 
non-executive Directors on the Board of Directors of Public Sector 
Undertakings. 
6. Provision for Elected Directors 
The Government would need to recognize the role of the legitimate 
institutions of Corporate Governance such as the Boards and the general 
body meetings of the shareholders. The composition of the Public Sector 
Undertaking should also reflect the changing pattern of shareholding. As 
long as the Government continues to remain the single largest shareholder 
in a PSU even after disinvestment, the Government should, in the interest 
of efficient management of the Public Sector Undertaking, enable election 
of Directors who would represent the minority shareholders in the Public 
Sector Undertakings. 
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7. Selection of Top Management 
The selection of CEO and other functional directors also needs to be 
streamlined and should be time bound to ensure that vacancies are filled 
up without any delay. Care should be taken that the new incumbent is 
appointed reasonably ahead of time particularly if he is an outside 
candidate. The recommendation of the PESB should, as a rule, be accepted 
by the concerned ministry without having to go to the ACC. PESB itself 
should be more broad based with the induction of professionals and 
management experts. 
8. Salaries and Incentives for Top Management 
With increasing opportunities being available in the private sector, 
the public sector has, of late, witnessed major exodus of manpower at the 
senior and middle levels. One widely accepted reason is that the 
remuneration of PSU managers is generally poor across the board. 
Specifically, the remuneration (salary and allowances) of Public Sector 
Undertaking Chief Executives is significantly lower than that for the 
corresponding position in the private sector. 
9. Accountability 
As has been pointed out in the earlier sections, the MoU system has 
failed to distance the Government from the operations of the Public Sector 
Undertakings. The present MoU system is an adaptation from the South 
Korean model but however differs in many crucial areas. One of the 
drawbacks of the present system is that the annual target set for each 
Public Sector Undertaking is independently assessed by a third party. 
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10. Strengthening the Investor Interface 
As part of improved corporate governance, it is recommended that 
the PubHc Sector Undertakings should be transparent in sharing 
information and in reporting to the investor community. This will enhance 
the confidence of minority share holders and small investors to feel 
comfortable in investing in the shares of these Public Sector Undertakings. 
11. Setting up of Pre-Investigation Board 
The multi dimensional accountability of Public Sector Undertaking 
to various agencies such as COPU, CAG, CVC, etc. have considerably 
constrained the risk taking ability of the top managers of Public Sector 
Undertakings. Considering the fact that Public Sector Undertakings must 
respond to changing opportunities, it is desirable to provide a system that 
would seek to encourage entrepreneurial decision making and yet 
minimize personal risks to senior managers and Board level officers. 
12. Formation of Standing Empowered Group (SEG) 
This Group will provide continuity to the whole process of 
disinvestment in various Public Sector Undertakings. It is necessary to 
provide for such continuity for learning from experience and to bring 
about refinement in the process. The SEG should ensure that the proposed 
disinvestment should be widely publicized and should draw funds from 
the Disinvestment Fimd for this purpose. This group should undertake all 
the activities of the disinvestment process on the lines recommended by 
the Commission. 
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13. Guidelines on Modalities Offer of Sale 
This measure involves a total or a partial change of equity 
ownership through a direct sale of shares at a fixed price or by a book-
building process. Depending on the size of the offer and the state of the 
capital markets, the process may need to be phased over a period of time. 
The need of the Public Sector Undertaking for additional capital will also 
be taken into account. 
14. Strategic Sale 
A strategic sale alternative for select PSUs may involve selling a 
substantial stake with management control or a minority stake 
supplemented by technology transfer arrangements. The joint venture 
route could also be an alternative in some special cases. In all these cases, 
the original share holding of the Government could be diluted either by 
negotiation with joint venture partners or by short listing partners through 
the process of auction. Necessary guidelines for selection of 
partners/buyers are given later in this report. 
15. Sale of Units after Corporate Restructuring 
This option has to be explored if a holding company structure has to 
be devised in order that the operating companies under the holding 
company could be disinvested. This is also applicable in cases where a 
multi-unit organization could be spun off into independent companies 
which could then be disinvested. 
238 
16. Leasing & Management Contract 
Leasing of assets is an attractive method of disinvestment in cases 
where it may not be feasible to value the underlying assets of the Public 
Sector Undertaking. This would involve leasing out certain assets of a 
Public Sector Undertaking to the best bidders, so that the Government 
retains the benefits of ownership, but the operational efficiencies are 
improved due to leasing. Another modality for disinvestment to be 
followed in some of the units may be management contract. In case of 
leasing of assets, management contract will automatically follow while in 
the case of management contract alone, it may not be necessary to lease the 
assets. 
17. Selection of Strategic Partners 
While the procedure for selection of global co-ordinators for straight 
forward disinvestment of around 10 to 25 per cent of Government 
holdings in profit making Undertakings can be made on a competitive 
basis in a transparent manner on the lines indicated above, a more 
elaborate procedure is necessary in the case of Public Sector Undertakings 
considered appropriate for strategic sale. 
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Direction for Future Research 
This work is related to the financial performance of public sector 
undertakings in India, with special reference to oil sector. This study 
specially highlights pre-and post disinvestment profitability and efficiency 
of oil sector. This single study could not manage to undertake all the 
relevant issues of the subject matter. During the present study, the 
researcher feel that the need of further research in this area and therefore, 
propose some directions for future research. 
Following directions are suggested 
1. A study to analyze the financial performance of public sector 
undertakings in post reform period to know the impact of 
disinvestment policy on Indian economy. 
2. A study to review the various aspects of the privatization is also 
necessary to known whether the disinvestment policy is successful 
in achieving its objectives or not. 
3. A study to compare the financial performance of public sector 
undertakings and private sector enterprises after disinvestment. 
4. A case study of individual oil producing Organisation. 
5. A comparative study of state owned oil producing Organisation 
with private oil producing Organisation. 
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Appendix-A 
TOP TEN PROFIT MAKING ENTERPISES 
SLNo. 
1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 
10. 
Name of the Enterprises 
Oil & Natural Gas Corpn. Ltd. 
Bharat Sanchar Nigam Ltd 
National Thermal Power Corporation Ltd. 
Indian Oil Corporation Ltd. 
Steel Authority of India Ltd. 
Gail (India) Ltd. 
NationalMineral Development Corpn.Ltd. 
Nuclear Power Corpn. of India ltd. 
Coal India Ltd. 
Oil India Ltd. 
Total 
Rs. in Crores 
Net Profit 
14430.78 
8939.69 
5820.20 
4915.12 
4012.97 
2310.07 
1827.80 
1712.97 
1711.66 
1689.93 
47371.19 
Sources: Ministry of Petroleum & Natural Gas 
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Appendix-B 
TOP TEN LOSS INCURING ENTERPRISES 
Sl.No. 
1. 
2. 
3.. 
4. 
5. 
6. 
7. 
8. 
9. 
10. 
Name of the Enterprises 
Fertilizer Corpn. of India Ltd 
Hindustan Fertilizer Corpn. Ltd. 
Hindustan Photo Films Manufacturing Co.Ltd. 
Bum StandardCompany Ltd 
1TI Ltd 
Hindustan Cables Ltd 
Konkan Railway Corporation Ltd. 
MadrasFertilizer Ltd. 
N I C (A.Pradesh, Kamataka, Kerala & Mahe)Ltd. 
Brahmaputra Valley Fertilizer Corpn. Ltd. 
Total 
Rs. in 
Crores 
Net 
Loss 
1294.00 
964.61 
560.90 
442.74 
423.16 
295.32 
235.61 
131.74 
103.99 
99.78 
4551.85 
Appendix-C 
Name of Public Sector Enterprise 
S.No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
Name of Public Sector Enterprise 
Air India Ltd. (AI) 
Bharat Brakes & Valves Limited (BBVL) 
Bharat Heavy Plates & Vessels Ltd. (BHPV) 
Bharat Pumps & Compressors Ltd. (BPCL) 
Bharat Leather Corporation 
Hindustan Cables Ltd.(HCL) 
Hindustan Insecticides Ltd. (HIL) 
Indian Airlines (lA) 
MSTC Ltd.(MSTC) 
National Industrial Development Corporation (NIDC) 
Praga Tools Ltd. 
ReyroUe Bum Ltd. 
Scooters India Ltd. (SIL) 
XI 
Appendix-D 
Name of the Privatized PSU 
S.No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
Name of the Privatized PSU 
Lagan Jute Machinery Company Limited (LJMC) 
Modem Food Industries Limited (MFIL) 
Bharat Aluminium Company Limited (BALCO) 
CMC Ltd. (CMC) 
HTL Ltd. (HTL) 
IBP Co. Ltd. (IBP) 
Videsh Sanchar Nigam Limited (VSNL) 
Indian Tourism Development Corporation 
(ITDC) 
Hotel Corporation of India Limited (HCI) 
Paradeep Phosphates Limited (PPL) 
Jessop and Company Limited 
Hindustan Zinc Limited(HZL) 
Maruti Udyog Limited (MUL) 
Indian Petrochemicals Corporation Ltd.(IPCL) 
Xll 
Appendix-E 
Disinvestment from 1991-92 to 2004-05, the methodologies adopted 
Year 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
No. of 
transactioris 
in which 
equity sold 
47 
29 
17 
5 
1 
1 
5 
5 
Target 
receipt 
(Rs. in 
Crore) 
2500 
2500 
3500 
4000 
7000 
5000 
4800 
5000 
10000 
Actual 
receipts 
(Rs. in 
Crore) 
3037.74 
1912.42 
0.00 
4843.10 
168.48 
379.67 
910.00 
5371.11 
1860.14 
Methodology 
Minority shares sold in Dec 
1991 and Feb 1992 by auction 
method in bundles of "very 
good", "good" and "average" 
companies 
Shares sold separately for 
each company by auction 
method. 
Equity of 6 companies sold 
by open auction but proceeds 
received in 94-95. 
Sale through auction method, 
in which NRIs and other 
persons legally permitted to 
buy, hold or sell equity, 
allowed participating. 
Equities of 4 companies 
auctioned 
GDR (VSNL) in international 
market. 
GDR (MTNL) in international 
market. 
GDR (VSNL) / Domestic 
offerings with the 
participation of FIIs 
(CONCOR, GAIL). Cross 
purchase by 3 Oil sector 
companies i.e. GAIL, ONGC 
&IOC 
GDR-GAIL, VSNL-domestic 
issue, BALCO restructuring. 
Xlll 
MFIL's strategic sale and 
others 
2000-01 10000 1871.26 Strategic sale of BALCO, 
LJMC; Takeover - KRL (CRL), 
CPCL (MRL), BRPL 
2001-02 
# 
8 12,000 5632.25 Strategic sale of CMC - 51%, 
HTL -74%, VSNL - 25%, IBP 
- 33.58%, PPL- 74%, and sale 
of hotel properties of ITDC & 
HCI; receipt from surplus 
cash reserves from STC and 
MMTC 
2002-03 
# 
8 12,000 3347.98 Strategic sale: HZL (26%), 
IPCL (25%), HCI, ITDC, 
Maruti: control premium 
from renunciation of rights 
issue. Put Option - MFIL 
(26%), Shares to employees in 
HZL, CMC and VSNL. 
2003-04 14,500 15547.41 Jessop & Co. Ltd.(72% 
Strategic Sale), HZL (18.92% 
Call Option), through Public 
Offer-Maruti (27.5%), ICl Ltd. 
(9.2%), IBP (26%), IPCL 
(28.945%), CMC (26.25%), 
DCI (20%), GAIL (10.%) and 
ONGC (9.96%) 
2004-05 4,000 2764.87 NTPC (5.25% Offer for Sale), 
IPCL (5% to Employees) and 
ONGC (0.01%) 
2005-06 1567.60 By sale of shares to Public 
Sector Financial Instiitutions 
& Public Sector Banks on 
'Differential Pricing Method' 
Total 96800 49214.03 
# Figures (inclusive of contro premium,dividen<ydividenc 
tax,restructuring and transfer of surplus cash reserves prior to 
disinvestment 
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Appendix-F 
Realization through strategic sale during 1999-2000 to 2004-05 
Sr. 
No 
1 
a. 
1 
b. 
2. 
3a. 
3b 
4 
5. 
6. 
7 
8. 
9. 
10. 
11. 
12. 
13. 
14. 
15. 
16. 
17. 
18. 
19. 
20. 
21. 
22. 
Name 
Modem Food Industries 
(India) Ltd. (MFIL) 
(MFIL) Phase II 
Bharat Aluminium Co. Ltd. 
CMC Ltd. 
CMC Ltd. @ 
HTL 
Lagan Jute Machinery 
Corporation 
ITDC-19 HOTELS 
Hotel Agra Ashok 
Hotel Bodhgaya Ashok 
Hotel Hassan Ashok 
TBABR Mamallapuram 
Hotel Madurai Ashok 
Hotel Ashok Bangalore * 
Qutab Hotel, New Delhi 
Lodhi Hotel, New Delhi 
LVPH, Udaipur 
Hotel Manali Ashok 
KABR, Kovalam 
Hotel Aurangabad Ashok 
Hotel Airport Ashok, 
Kolkata 
Hotel Khajuraho Ashok 
Hotel Varanasi Ashok 
Hotel Kanishka, New Delhi 
Hotel Indraprastha, New 
Delhi 
Percentage 
of 
Government 
Equity sold 
74 
25.995 
51 
51 
74 
74 
89.97 
89.97 
89.97 
89.97 
89.97 
89.97 
89.97 
89.97 
89.97 
89.97 
89.97 
89.97 
89.97 
89.97 
89.97 
89.97 
89.97 
Realisation 
Rs. in 
crore 
105.45 
44.07 
826.92 ^ 
152 
6.07 
55 
2.53 
3.61 
1.81 
2.27 
6.13 
4.97 
39.41 
34.46 
71.93 
(ill 
3.65 
40.39 
16.50 
19.39 
2.19 
8.38 
92.37 
43.39 
Profit/Loss 
Making 
during the 
year of 
disinvestment 
Loss Making 
Profit Making 
Profit Making 
Profit Making 
Loss Making 
Loss Making 
Loss Making 
Loss Making 
Loss Making 
Loss Making 
Loss Making 
Loss Making 
Loss Making 
Loss Making 
Loss Making 
Loss Making 
Loss Making 
Loss Making 
Loss Making 
Loss Making 
Loss Making 
Loss Making 
XV 
23. 
24. 
25. 
26. 
27. 
28. 
29. 
30. 
31 
(a) 
31 
(b) 
31 
32 
33. 
34. 
35 
36 
Chandigarh Hotel project 
Hotel Ranjit, New Delhi 
HCI - Centaur Hotel Juhu 
Beach, Mumbai 
HCI-Indo Hokke Hotels 
Ltd. (Centaur Rajgir) 
HCI - Centaur Hotel Airport, 
Mumbai 
IBP Co Ltd 
Videsh Sanchar Nigam Ltd. 
Paradeep Phosphates Ltd. 
Hindustan Zinc Ltd. 
Hindustan Zinc Ltd. @ 
Hindustan Zinc Ltd. @ @ 
Maruti Udyog Ltd. 
Indian Petrochemicals 
Corporation Ltd. 
State Trading Corporation of 
India 
MMTCLtd. 
Jessop & Co Ltd 
Grand Total 
89.97 
89.97 
100 
100 
100 
33.58 
25 
74 
26 
18.92 
4.2 
26 
72 
17.27 
29.28 
153 
6.51 
83 
1153.68 
3689^ 
151.70 
445 
6.19 
323.88 
1000 
1490.84 
4Q AAA 
5 0 AAA 
18.18 
10257.19 
Loss Making 
Loss Making 
Loss Making 
Profit Making 
Loss Making 
Profit Making 
Profit Making 
Loss Making 
Profit Making 
Profit Making 
Profit Making 
Loss Making 
* Including NPV of future earnings on MGAP & lease rentals ^ including 
dividend & divi. Tax Companies at Sr. No. 5,23,25, 26, 27, 36 are 
subsidiaries. ^^^ The receipt is on account of transfer of cash reserves. @ 
Disinvestment in favour of employees. @@ Realisation from call option 
Shares also given to VSNL employees, the amount of which is not included 
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Appendix-G 
Production of Crude Oil and Natural Gas 
ITEM 
1 
1. CRUDE OIL 
PRODUCTION ++ ('000' 
Tonnes) 
(a) Onshore: 
Gujarat 6398 6385 
Assam/Nagaland 5076 
5044 
Arunachal Pradesh 43 
31 
Tamil Nadu 302 374 
Andhra Pradesh 11 44 
Total (a) 1183011878 
of which 
OIL 2649 2882 
ONGC 91818970 
JVC/Private 026 
(b) Offshore: 
ONGC 2119122665 
JVC/Private NU 624 
Total (b) 2119123289 
Grand Total (a+b) 33021 
35167 
2. NATURAL GAS 
PRODUCTION 
(Million Cubic Metres) 
(a) Onshore: 
Gujarat 1696 2887 
Assam/Nagaland 2011 
1880 
Arunachal Pradesh 29 
32 
Tripura 70131 
Tamil Nadu 64117 
Andhra Pradesh 46 679 
1990-91 
2 
5703 
4972 
100 
377 
146 
11298 
3283 
7921 
94 
16727 
3924 
20651 
31949 
3271 
2083 
45 
353 
138 
1363 
1995-96 
3 
5815 
5199 
78 
436 
263 
11791 
3286 
8428 
77 
16629 
4006 
20635 
32426 
3149 
2204 
33 
376 
200 
1604 
1999-00 
4 
6001 
5096 
69 
440 
283 
11889 
3183 
8635 
71 
16073 
4070 
20143 
32032 
3171 
1992 
34 
416 
348 
1797 
2000-01 
5 
6042 
4659 
74 
395 
300 
11470 
2950 
8445 
75 
17559 
4013 
21572 
33042 
3531 
2047 
36 
446 
466 
2038 
2001-02 
6 
6135 
4589 
80 
375 
281 
11460 
3002 
8384 
74 
17681 
4240 
21921 
33381 
3515 
2241 
$ 
509 
605 
1928 
2002-03 
7 
6042 
4659 
74 
395 
300 
11470 
2950 
8445 
75 
17559 
4013 
21572 
33042 
3531 
2047 
36 
446 
466 
2038 1 
2003-04* 
8 
6135 
4589 
80 
375 
281 
11460 
3002 
8384 
74 
17681 
4240 
21921 
33381 
3515 
2241 
$ 
509 
605 
1928 1 
xvu 
Rajasthan Nil 12 
Total (a) 3916 5738 
o( which 
OIL 15181433 
O N G C 2398 4296 
JVC/Private 0 9 
(b) Offshore: 
O N G C 1408216579 
JVC/Private 0322 
Total (b) 1408216901 
Grand Total (a+b) 17998 
22639 
151 
7404 
1729 
5478 
197 
17774 
3268 
21042 
28446 
159 
7725 
1861 
5555 
309 
18465 
3287 
21752 
29477 
100 
7858 
1619 
5615 
624 
18426 
3430 
21856 
29714 
162 
8726 
1744 
5871 
1111 
18373 
4296 
22669 
31395 
168 
8966 
1880 
5779 
1307 
17805 
5184 
22989 
31955 
162 
8726 
1744 
5871 
nil 
18373 
4296 
22669 
31395 
168 
8966 
1880 
5779 
1307 
17805 
5184 
22989 
31955 
xvni 
Appendix-H 
Refinery Crude Throughput 
(^ 000 Tonne) 
REHNERY 
1 
(a) 
(b) 
PUBLIC SECTOR 
IOC, Guwahati 
IOC, Barauni 
IOC, Gujarat 
IOC, Haldia 
lOCMathura 
lOQDigboi 
IOC, Panipat @@ 
TotallOC 
BPCL, Mumbai 
HPCL, Mumbai 
PiPCL,Visakh 
Total HPCL 
KRL,Kerala 
CPCL,Manali 
CPCL, 
Narimanam 
Total CPCL 
BRPL, Assam 
NRL, Numaligarh 
# 
ONGC, Tatipaka $ 
MRPL, Mangalore 
@ 
PRIVATE 
SECTOR 
RPL, Jamnagar ## 
Total (a+b) 
1990-91 
2 
51772 
783 
2416 
9334 
2835 
7808 
566 
0 
23742 
6957 
5766 
3464 
9230 
5006 
5698 
0 
5698 
1139 
0 
0 
0 
0 
0 
51772 
1995-96 
3 
58741 
839 
2322 
10167 
3416 
8332 
559 
0 
25635 
7460 
5965 
5037 
11002 
7421 
5599 
370 
5969 
1215 
0 
0 
39 
0 
0 
58741 
1999-00 
4 
74052 
914 
3411 
11109 
4105 
8125 
603 
4153 
32420 
8907 
6007 
4555 
10562 
7830 
6377 
636 
7013 
1905 
215 
0 
5200 
11912 
11912 
85964 
Refinery Crude 
Throughput 
2000-01 
51 
77411 
707 
3122 
12006 
3873 
7133 
678 
5707 
33226 
8683 
5575 
6405 , 
11980 
7520 
6046 
579 
6625 
1488 
1451 
0 
6438 
26033 
26033 
103444 
2001-02 
6 
77620 
656 
2876 
11697 
4026 
8031 
653 
5822 
33761 
8744 
5641 
6706 
12347 
6797 
6123 
566 
6689 
1475 
2307 
13 
5487 
29654 
29654 
10727 
4 
2002-03 
7 
82015 
458 
2994 
12434 
4513 
8207 
581 
6101 
35288 
8711 
6078 
6851 
12929 
7580 
6176 
643 
6819 
1463 
1879 
93 
7253 
30544 
30544 
112559 
2003-04* 
8 
89496 
891 
4304 
12758 
4518 
8248 
602 
6338 
37659 
8757 
6108 
7592 
13700 
7854 
6387 
653 
7040 
2176 
2200 
91 
1C069 
32345 
32345 
1218^1 
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Appendix-I 
List of Public Sector Undertakings and Other Organizations under The 
Administrative Control of The Ministry of Petroleum & Natural Gas 
I. Oil Companies in which Government of India has a shareholding 
(31.03.2004) 
1. Oil & Natural Gas Corporation Ltd. 74.15% 
2. Indian Oil Corporation Ltd. 82.03% 
3. Hindustan Petroleum Corporation Ltd. 51.01 % 
4. Bharat Petroleum Corporation Ltd. 66.20% 
5. GAIL (hidia) Ltd. 57.35% 
6. Engineers India Ltd. 90.39% 
7. Oil India Ltd. 98.13% 
8. Biecco Lawrie & Co. Ltd. 57.00% 
II. Subsidiaries and other Companies 
1. ONGC Videsh Limited - wholly owned by ONGC 
2. Mangalore Refinery & - subsidiary of ONGC Petrochemicals 
Limited 
3. Indian Oil Blending Limited - wholly owned by IOC 
4. Bongaigaon Refinery & Petrochemicals Limited - subsidiary of 
IOC 
5. IBP Co. Ltd. - subsidiary of IOC 
6. Chennai Petroleum Corporation Limited - subsidiary of IOC 
7. Indian Oil Mauritius Ltd - subsidiary of IOC 
8. Numaligarh Refineries Limited - subsidiary of BPCL 
9. Kochi Refineries Limited - subsidiary of BPCL 
XX 
10. Certification Engineers International Limited - wholly owned by 
EIL 
11. EIL Asia Pacific Sdn BHD - wholly owned by EIL 
12. Balmer Lawrie & Co. Ltd. 
III. Other Organisations 
%. Oil Industry Development Board. 
2. Petroleum Conservation Research Association. 
3. Oil Industry Safety Directorate. 
4. Centre for High Technology. 
5. Petroleum India International 
6. Directorate General of Hydrocarbons. 
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